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e In the Record e 


More Than Two Looks at Plant Capacity 


Will a high-water mark for capital expenditures be 
reached in 1953? After three record-breaking years, pro- 
ductive capacity in most lines has become sufficiently ex- 
panded to meet current demands, in the opinion of most of 
the 159 manufacturing companies cooperating in this 
month’s survey of business opinion. Capital programs for 
these companies for 1954 will consequently place more em- 
phasis on improving existing capacity and less on new 
additions. 

These executives also disclose the size of anticipated 
capital outlays for the years 1953 and 1954, where the 
money will come from, and the effect of higher interest 
rates. For a view of the over-all situation, turn to page 
319; for concise industry-by-industry roundups, to page 330. 


Once again the results of a Department of Commerce 
survey of business plans indicates an increase in capital 
outlays for the year 1953 as a whole. This time, however, 
the expected increase is in the face of a sharply rising trend 
in the cost of outside capital. Does this mean that capital 
expansion is independent of the securities markets? How 
have capital outlays been financed in the past and how im- 
portant have the securities markets been in the corporate 
financial picture? These and other salient points in the out- 
look for capital goods are discussed in “Financing Postwar 
Expansion” appearing on page 312. 


Business After Korea 


After months of frustration, false hopes and uncertainty, 
the Korean truce has finally become a reality. Business 
anticipations have, in most cases, long discounted the impli- 
cations of the war’s end, and presumably no startling 
changes in the outlook are expected. Demand still remains 
strong, incomes high, and unemployment minimal. But the 
factors adding uncertainty to the outlook are weighing 
more heavily as business progresses into the second half 
of the year. Production seems to be outrunning demand, 
with pipelines beginning to fill at a significant rate. Slowed 
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production lines are in evidence in some areas. In fact, 
over-all industrial production has been easing since March. 

But just what the growing complex of economic forces 
portends for the final half of 1953, and later, is not fully 
clear. For a distinction between business fact and business 
forecast, see this month’s Business Highlights, beginning on 
page 306. 

eee 


How Tight Is Money? 


“The more it changes the more it remains the same thing.” 
Such is a free translation of a common French proverb. It 
would, perhaps, be going too far to apply this observation 
literally and fully to recent money market developments. 
Yet the fact remains that despite major, almost drastic, 
steps by the Federal Reserve authorities, the dominating 
fact today is the lack of broad change in underlying con- 
ditions. 


No doubt of the fact that the Treasury has borrowed 
large sums much more cheaply that it otherwise could have 
done. Member banks are not nearly so greatly indebted 
to the Federal Reserve. Open-market operations by the 
Federal Reserve and reduction in member-bank reserve re- 
quirements have put heart into many who had grown 
timorous. 

But basically money is still relatively tight, and larger 
autumn demand for bank accommodation has not yet set 
in. The Federal Reserve says that what it has done will 
meet “part” of the need certain to arise with the advance 
of the season. For a detailed account of what has actually 
occurred in the money market and of the results upon 
the basic situation there turn to page 324. 


Also in the Record 


A new list of the top hundred defense contractors ap- 
pears on page 316. . . . “Distress” farm areas are in the 
news—and “Aid to the Farmer” on page 310 brings you the 
story chronologically. . . . Briefs on old-age security plans 
on page 327 are also timely. . . . And charts on pages 322 
and 323 give pictures of bond and new-issues markets. 


Margins of Manufacturing Corporations 
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Commission 
Ss 
A second half, businessmen had little in the way 
of present troubles to complain about, and, 
whatever their private forecasts might be, they con- 
tinued to behave as though they expected good busi- 
ness for months to come. The first half closed on a 
considerably stronger note than had been expected 
two months ago. 
Profits reports for the first quarter, and the few 
scattered reports for the second quarter, all pointed 
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BUSINESS IN THE 
SECOND HALF 


The threat is inventory growth; 
the hope is the consumer 


to a marked improvement over a year ago, although 
the progressive character of corporate taxes (including 
the excess-profits tax) resulted in little change in 
after-tax margins (see chart). The half year ended 
on a clearly rising industrial price trend, and the 
increase continued in July. Spreading effects of 
drought on some agricultural commodities, and meas- 
ures taken by the Department of Agriculture to lib- 
eralize the grain storage policy of the CCC, had also 
turned indexes of farm prices upward. 


WHERE IMPROVEMENT SHOWED 


In a number of markets where buyers had been 
holding off—as in lead and zinc—demand suddenly 
improved and prices inched up. Steel and chemical 
producers were reportedly gratified by the reception 
accorded recent price advances in these industries; 
and steel men noted that order books for the fourth 
quarter were filling up at a very satisfactory rate. 
Among consumer nondurables, the fall season was 
shaping up as among the best of recent years. 

Unemployment continued minimal in June, and for 
the second quarter as a whole personal income evi- 
dently showed a moderate rise above first-quarter 
levels. Judging from reports from the automobile 
market, and from department stores, the rate of re- 
tail trade in June continued at the advanced levels 
of recent months. While dealers continued to com- 
plain about difficulty in getting a normal markup on 
most appliances, reports from manufacturers indicated 
that volume was still very satisfactory, even though 
off somewhat from the booming first-quarter pace. 

Between mid-June and mid-July, securities prices 
recovered some of the losses suffered earlier in the 
second quarter. But the gains were accompanied by 
very low volume, and seemed to be not so much an 
expression of general confidence in business conditions 
as a local reaction to Federal Reserve measures at 
least temporarily loosening the squeeze on money. 
While the momentum of the boom was fortifying busi- 
ness sentiment about the last half of 1953, even to the 
point where the traditional warnings against “over- 
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optimism” were being dragged out again, the securi- 
ties market still seemed to foresee difficulties in the 
second half. 

Ever since-1950, a number of accidents have helped 
to produce dramatic turning points in the business 
trend at midyear. Recent world events affecting the 
United States economy—the beginning of war in 
Korea, the beginning of the first and second rounds 
of truce talks—all came at or near midyear. So did 
the 1952 steel strike, which altered the tone of busi- 
ness conditions as nothing else short of war could have 
done. So did the 1952 suspension of consumer credit 
controls, which turned out to be the perfect supple- 
ment to the steel strike. 

This year, the possibility of a Korean truce, the 
accession of an economy-minded administration, the 
rapid rate of credit extension, and the everlasting 
postwar doubts about capital expenditures and resi- 
dential building combined to create the impression 
that mid-1953 was to be a crucial moment for the 
business trend. There were also a couple of shorter- 
term contributory factors. Before the war, Independ- 
ence Day week end was a high-water mark of auto- 
mobile sales—and analysts of the industry expected 
that in 1953 the prewar seasonal would again reassert 
itself. The steel price rise, which took shape among 
extras and then in the base price itself in the few 
weeks before midyear, was heralded as marking the 
end of the cycle of accumulation in steel that began 
with the stripping of stocks in the mid-1952 strike. 


A DATE TO RECKON WITH 


In business figures themselves, signs that midyear 
1953 might be a date to reckon with began to show 
up months ago (“The Boom: Has It Reached a 
Crest?”— June Business Highlights). Total output of 
all goods and services—the gross national product— 
has continued upward ever since the steel strike. 
But “final demand”—aggregate expenditures by con- 
sumers, by government and by business on capital 
account—has been rising at a persistently decreasing 
rate ever since late 1952, and it would not be surpris- 
ing to find it falling to zero in the current quarter. 
The same pattern of deceleration in final demand pre- 
ceded the recession of 1949. 

Evidence of a flattening of rates also appears in 
_ measures of industrial output. The Federal Reserve 
industrial production index, as now revised, puts the 
peak in the first half of March—with April, May and 
June running slightly below the March level of 243. 
(For the second quarter as a whole, the index aver- 
aged a shade higher than it did in the first 
quarter.) 

Aggregations of man-hour data permit a more de- 
tailed breakdown of production activity into various 
descriptive categories—defense, capital goods, consum- 
er goods, raw materials—than is possible from the in- 
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dustrial production index. They make the point that 
the burst of production since the steel strike, which 
was initially shared by industries producing capital 
and defense goods as well as consumer goods, flattened 
out in all components during the first quarter, and 
began to subside in the second quarter. 

While there is now plenty of evidence that by June 
the uptrend of the first half had slowed to a virtual 
halt, evidence of the beginning of a downturn is still 
almost negligible, and forecasts of a second-half de- 
cline are still forecasts. 

In one important area, however, the figures have 
increasingly suggested a slowing of the business pace in 
the months ahead. The midyear pause in trends of 
both output and demand occurs at a time when out- 
put is evidently running in excess of demand—in fact, 
when the flow of goods into inventory has risen con- 
siderably. Preliminary estimates of the Office of the 
Economic Adviser show a second-quarter inventory 
growth of $4.5 billion (annual rate). But on the basis 
of monthly book-value figures available since the esti- 
mate was made, inventory growth during the quarter 
was apparently significantly more than this, perhaps 
in the neighborhood of the $8-billion annual rate re- 
corded in the fourth quarter of 1952. 

Part of the rise in the rate of total inventory growth 
stems from the beginning of accumulation in non- 
durables, to match higher sales levels and optimistic 
prospects for fall. The rise in stocks of this component 
might have been expected (June Highlights). But 
most of the growth is still in durables, and the high 
rate of total accumulation now makes the inventory 
figures the most immediate source of concern about 
the last half. 

In the fourth quarter, inventory growth reflected an 
improvement and rebalancing of inventories which 
had been seriously depleted throughout the hard- 
goods sector, particularly in automobiles. In fact, 
the automobile industry apparently accounted for 
about half the total of the seasonally adjusted growth 
of stocks in the fourth quarter (partly because the 
seasonal adjustment to automotive stocks was down- 
ward at a time when stocks themselves were rising 
out of their strike trough). Now, however, the rise 
appears to be widely distributed throughout manu- 
facturing and retail levels. 


RISE IN FINISHED GOODS STOCKS 


Moreover, the distribution of inventory growth by 
stage of fabrication has changed gradually over the 
past six months. In late 1952, it was centered in raw 
materials. By the end of the year, it was centered 
in goods in process, reflecting increasing operating 
rates as production activity rose to its March peak. 
Since March, accumulation among durables and non- 
durables manufacturers has been increasingly concen- 
trated in finished goods. Merchandise held by dur- 
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The Rise in Inventories 
Billions of dollars, book value; end of month 
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ables wholesalers and retailers continued to climb in 
the second quarter; and the combined rise in finished 
durables at all levels—manufacturing, wholesale and 
retail—was impressive (see chart). In nondurables 
trade channels, inventories turned up in April, and 
continued to rise in May. 

While purchasing agents have been holding inven- 
tories of raw materials tightly in line with production 
schedules,! production schedules themselves have been 
running ahead of sales. This explains, at least in part, 
why downward pressure on the general price level 
has switched, in recent months, away from raw mate- 
rials and toward finished goods—why, for example, 
prices of chemicals and metals have been rising, in 
the face of repeated assertions by manufacturers in 
many lines that they do not expect to be able to pass 
the increases on. At current production rates, and 
with current inventories of most raw materials, pur- 
chasing agents cannot stay out of the market; at 
current production rates, sales executives are not 
clearing their output. 

The dampening influence of this steady growth in 
stocks is already apparent in a number of individual 
markets, even though ratios of stocks to sales for 
general business still look modest. In steel, conver- 
sion demand and premium prices have begun to fade, 
and the production rate itself has run below 100% 
throughout June and into July. There are undoubt- 
edly good reasons for the decline in output—among 
them, heat and “essential maintenance”’—but the 
steel market is evidently emerging from the produce- 
at-any-cost atmosphere that prevailed as recently 
as a few months ago, when steel consumers were still 
willing to adjust their requirements to what they 
could get. 


DURABLES—AND CREDIT 


In autos, brave announcements about the third- 
quarter goals of individual producers should not ob- 
scure the fact that, for the industry as a whole, exist- 
ing stocks of new and used cars make the last half 
a ponderous selling problem—an apparently insoluble 
problem for many independents. For other consumer 
durables—excluding summer specialties—indications 
are that factory sales are no longer booming, partly 
because of rising stocks, and partly because credit 
extension in these lines has begun to revert to a normal 
seasonal pattern. For the past few months, inventory 
growth and credit extension have been in a close 
inverse relationship: more of one has been associated 
with less of the other. 

In the second quarter, extension of credit on dura- 
bles other than on automobiles appears to have slowed 
very considerably. In fact, between March and May 
the rate of advance of consumer debt on household 


1One exception may be steel, where prospects of a price rise 
evidently stimulated accumulation. Bre 
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durables was the slowest of any postwar year except 
1951. This may be the first sign of a general easing 
in the credit market. Another sign: extension of credit 
on used cars has also slowed, partly because of slow 
used-car demand, and partly because of a tightening 
of credit examinations and terms by lending agencies. 
The drive behind the consumer credit figure now 
seems to be chiefly new-car sales: the growth in out- 
standing debt on cars (both new and used) in April 
and May set a new postwar record for these months. 
For sales of consumer durables as a whole, the change 
from the first quarter to the second quarter was 
negligible; a rise in automobile volume was appar- 
ently offset by a decline in other lines. 


WATCHING CONSUMER SECTOR 


The total inventory figures have thus come to look 
like the credit figures: while their level relative to 
other variables (sales in the case of inventories, in- 
come'in the case of credit) still is not out of line 
with past relationships, their rate of advance has been 
suspiciously fast. To arrest this growth of stocks, it 
would be easy enough to envision, for late 1953, a 
moderate reduction in gross product, and a somewhat 
larger decline in the industrial production index. 
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Whether or when such an inventory adjustment will 
materialize depends on developments in the consumer 
sector, where most of the accumulation is taking 
place. In the light of the very favorable position 
of consumers, it is still possible that declines in the 
credit market for some durables, and accompanying 
declines in production of these durables, would be at 
least partially offset by spillovers of demand into 
newer durables and some nondurables (clothing, for 
one). 

If a net downward adjustment in production for con- 
sumers does occur, will it affect incomes sufficiently 
to mark the beginning of recession, or will it add up 
to only another round of “rolling readjustment”? 
Rightly or wrongly, most businessmen—and notably 
car manufacturers—are now betting that they can 
clear up their inventory problem when they have to, 
and without serious losses, as long as the situation is 
not complicated by a sharp fall in personal incomes 
that would be associated with a pronounced decline in 
total final demand for goods and services. As the 
figures on final demand have continued to run strong 
up to the threshold of the second half, more and more 
voices have been raised for a “rolling readjustment” in 
the rest of the year, with no big test of general busi- 
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ness levels until 1954, when longer-term declines in 
housing, capital goods, and defense may be attacking 
the boom. In fact, it might be argued that an almost 
imperceptible 1953 “adjustment” has been going on 
ever since March, when durables output began to 
subside and nondurables production rose; when steel 


production itself settled down, and the rate of credit 
extension in household durables fell toward a normal 
seasonal pattern. 
Apert T. SOMMERS 
Business Analyst 
Division of Business Economics 


AID FOR THE FARMER 


GRICULTURAL prices, skidding over the past 
two years, have caused considerable concern to 
farmers and to the business community in general. 
Prices received by farmers during the first six months 
of this year averaged about 15% lower than in the 
first half of 1951 and 10% below the comparable 1952 
period. Among the products most affected have been 
beef cattle, calves, sheep, and cotton. In mid-June 
wheat also suffered a greater than seasonal slump. 
While the price support program has probably been 
instrumental] in preventing still further price declines 
in such commodities as cotton, corn, and wheat, it 
has not kept the prices of these products from falling 
below support levels.1 
Some of the measures taken by the government in 
the past few months to help bolster or maintain agri- 
cultural prices are listed below in chronological 
sequence: 


May 27, 1953 


The farm storage facility loan program was extended for 
another year—to June 30, 1954. Farmers can get loans 
from the Commodity Credit Corporation for the purpose of 
building or buying new farm storage facilities for grain and 
other storable commodities. Loans are available to pro- 
ducers of wheat, corn, oats, rye, barley, grain sorghums, 
soybeans, dry edible beans, peas, rice, peanuts, cottonseed, 
flaxseed, hay seeds, pasture seeds, and winter cover crop 
seeds. Loans are granted up to 80% of the cost of building 
any eligible storage facilities under the price support pro- 
gram. Persons receiving loans have up to four years to 
repay them, at an annual interest rate of 4%. (The build- 
ing of additional grain storage facilities makes it less likely 
that large quantities of grain will be dumped on the market 
during periods of depressed prices.) 


June 19, 1953 


“Distress” loans on wheat were made available to farm- 
ers in designated critical areas of Kansas, Oklahoma, Colo- 


1For a discussion of why prices fall below support levels, see The 
Business Record, for May, 1953, pp. 1'79-181. 


rado, Texas, and Nebraska. (Shortage of storage space was 
hampering some farmers in placing their wheat under the 
price support program. In order to obtain a loan a farmer 
must provide adequate storage either on the farm or in 
approved off-farm warehouses. Some farmers were faced 
with the unsatisfactory alternatives of either leaving their 
wheat in the fields to spoil, or marketing it at depressed 
prices.) Wheat in these specified areas may now be stored 
on the ground or in temporary structures. 

Distress loans are granted at 80% of the support price 
and will extend for a ninety-day period. In this three- 
month interval it is hoped farmers will secure eligible stor- 
age for their wheat either on the farm or in approved com- 
mercial bins. At such a time when adequate storage is 
provided they will be entitled to loans at full price-support 
level—90% of parity—which will supersede the distress 
loans. 


June 22, 1953 


The Department of Agriculture temporarily halted sales 
of wheat from CCC stocks to alleviate the price pressure on 
wheat from the heavy 1953 harvest. However, the CCC will 
be permitted to market wheat that has deteriorated or is 
not storable. 


June 25, 1953 


President Eisenhower signed a bill which granted up to 
one million tons of wheat to Pakistan. The purpose of the 
action is twofold: to aid Pakistan, which is in critical need 
of wheat, and to whittle down surpluses. 


June 26, 1953 ~ 


Distress loans were extended to certain areas of five 
more states—lIllinois, Indiana, Michigan, Missouri, and 
Ohio. Loans in these five states do not cover wheat stored 
on the ground; they are limited to producers who place their 
wheat in temporary storage facilities. 


June 30, 1953 


The Department of Agriculture announced a stepup in 
its purchases of commercial and lower-grade beef for the 
school lunch program and other charitable institutions. 
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These purchases are expected to total around 10 million 
pounds a week and to continue until some 200 million 
pounds of canned beef, gravy, ground beef hamburger, and 
boned beef are purchased. The action was taken to 
strengthen cattle prices, which have displayed marked 
weakness in recent months, especially in the Southwest 
drought area. 


July 1, 1953 


The Secretary of Agriculture announced a national wheat 
acreage allotment of 62 million acres for 1954 plantings. 
This means a 20% reduction from this year’s planted 
acreage of 78 million acres. (Marketing quotas, which are 
usually translated into acreage allotments, will go into 
effect only if approved by two thirds of the wheat farmers 
voting in a referendum which will take place on August 14. 
If approved, all farmers are penalized for marketings in 
excess of the quota. If more than one third of the wheat 
producers participating in the referendum vote against 
quotas, there will be no quotas and farmers may receive 
support at only 50% of parity, instead of 90%.) 

Note: The Agricultural Act of 1938, as amended, speci- 
fies that the Secretary of Agriculture must declare market- 
ing quotas on wheat by July 1 for the forthcoming crop! 
year whenever supplies are more than 20% greater than 
“normal.” According to the latest crop report, indicated 
wheat production for 1953 will be about 1,175 million bush- 
els. This crop, together with a carry-over of 580 million 
bushels and an estimated 5 million bushels in imports, 
would mean a supply for 1953-1954 of about 1,760 million 
bushels, an all-time peak and 50% above the estimated 
“normal” supply. Normal supply is computed by adding 
exports for the coming market year (1953-1954) to domes- 
tic consumption for the current marketing year (1952-1958) . 
Then 15% of this total is added for carry-over reserves and 
the grand total represents normal supply. 


July 2, 1953 


As part of the disaster-aid program, eligible farmers and 
ranchers in designated drought-stricken sections of the 
Southwest will be entitled to buy feed supplies from the 
CCC at reduced prices. In many of the drought areas 
regular feed supplies have been exhausted. This is to en- 
courage producers to hold on to their livestock, instead of 
dumping them in a depressed market. 


July 8, 1953 


The Department of Agriculture purchased 15,070 grain 
bins, with a total capacity of about 89,405,475 bushels. 
’ These bins will be delivered during the following two months 
to areas in Illinois, Iowa, Kansas, Michigan, Minnesota, 
Nebraska, South Dakota, and Wisconsin, where additional 
facilities are needed for the storage of CCC grain. (With 
additional storage capacity, more grain can be diverted 
from the market, and placed under loan.) 


July 13, 1953 


The Department of Agriculture resumed purchases of 
carcass beef for export to Greece, under Mutual Security 
Agency requisition. The Department will also buy carcass 
mutton for export to Greece under the same program. 
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July 14, 1953 


Emergency livestock loans were made available to pro- 
ducers and feeders of cattle, sheep and goats who need 
funds to purchase feed and seed and to meet operating ex- 
penses and who are unable to get them from private credit 
sources. (These loans come under the disaster credit legis- 
lation passed on July 14, 1953.) The bulk of requests for 
loans is expected to come from the Southwest drought 
area. Loans will be in the amount of $2,500 or more and 
will bear a 5% interest rate with up to three years to pay. 


The disaster credit legislation passed by Congress also 
makes loans available to farmers other than livestock op- 
erators who are in areas declared as major disaster regions 
by the President. The Secretary of Agriculture can ap- 
prove loans to farmers in these areas if they are unable to 
get loans from private credit sources to sustain their farm- 
ing activity —S. S. H. 


BUSINESS FORECASTS 


General 
Federal Reserve bank of Dallas (Monthly Business Re- 
view, July 1)—“ . . . although there are many uncertainties 


in the economic picture at this time . . . a reasonable con- 
clusion seems to be that, in most important respects, busi- 
ness and financial activity will reflect record levels for the 
year 1953 as a whole. Moreover, there are few, if any, 
important signs at this time that would indicate any serious 
softening of business conditions during the six months ahead, 
although moderate adjustments may be expected in some 
industries and in agriculture. At the same time, however, 
there is every indication that there will be no shortages of 
goods, that competition for business will increase, and that 
it will become more necessary for business firms to conduct 
their operations in a most efficient manner in order to enjoy 
most profitable results. Considering the last half of 1953 
as a whole, there should be a continuation of very active 
use of the nation’s productive facilities, a very high level of 
employment with relatively little unemployment, and a 
continuation of high incomes.” 

Douglas H. Bellemore, chairman, Department of Eco- 
nomics, College of Business Administration, Boston Uni- 
versity (in a talk before the Bay State Merchants National 
Bank Business Forum, June 17)—“It is probable that a 
business recession starting sometime in the next eighteen 
months cannot be avoided regardless of private business 
activity or the actions of the government—short of war.” 

Henry H. Heimann, executive vice-president, National 
Association of Credit Men (in an address before the Annual 
Convention of the Vermont Bankers Association, June 20) 
—“Without some tax relief, business earnings may be 
slightly lower for 1953. Any reduction in business will 
occur in the last half of the year. The competitive condi- 
tions are such that it is difficult to reflect increased labor 


(Continued on page 318) 
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FINANCING POSTWAR EXPANSION 


Recent developments focus attention on where the money is coming from 


ment programs, conducted by the Department 

of Commerce in May, indicates that the annual 
rate of capital outlays will be increased another notch 
in the third quarter of this year. If current antici- 
pations for the first nine months of 1953 are achieved, 
the cumulative total will have shown a 7% increase 
over 1952, and a previous Commerce Department 
estimate of $27 billion in plant and equipment spend- 
ing for 1953 as a whole will almost certainly be 
exceeded. 

Thus the postwar boom in business investment will 
have run through its eighth year, against a rising tide 
of misgivings by economic analysts and—more re- 
cently—against developments in American money 
markets that have been interpreted in some quarters 
as possibly heralding the end of the boom. These 
developments, resulting in a sharp rise in the cost of 
obtaining outside capital, have rather suddenly fo- 
cused attention on where the money to maintain the 
present rate of business investment will come from. 

During the postwar years prior to 1950, before de- 
fense needs created a new and powerful stimulus to 
the expansion of productive facilities, the financing 
of corporate expenditures for capital goods was largely 
a matter of retained earnings and depreciation charges. 


fe MOST recent survey of business invest- 
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Considering the very high level of capital outlays 
during this period, the demands on external funds 
were held to moderate levels. As of 1951, however, 
when the defense effort swung into high gear, soaring 
taxes and rising outlays for capital goods began to 
exert increasing financial pressures. Retained earnings 
were squeezed between the stable-to-rising trend of 
dividends, and the falling trend of after-tax income. 
Notwithstanding an offsetting rise in aggregate depre- 
ciation charges, corporate enterprise was forced to 
rely to a greater extent on outside capital in order 
to meet increased expenditures on new plant and 
equipment. Corporate debt rose, and liquidity ratios 
declined. 


IN A DELICATE BALANCE 


As a result of improving profits in the fourth 
quarter of 1952 and the first quarter of 1953, retained 
corporate earnings have risen along with capital out- 
lays, and the upward trend continued in the second 
quarter of this year. The substantial retention of 
corporate earnings and record-high depreciation 
charges are evidently preventing excessive pressure 
on corporate financial structures. But with respect 
to financing, the boom now seems to be in a delicate 
balance of offsetting factors. 
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If profits should subside in ensuing quarters and 
the current rate of dividend payments is maintained 
(as it is likely to be in the short term), a continuance 
of current levels of expenditures for plant and equip- 
ment would seem to imply still further dependence 
on external financing, at a time when borrowing costs 
are at or near their postwar highs. On the other 
hand, the prospective demise of the excess-profits 
tax would act to raise the rate of retained earnings, 
at least temporarily, for a substantial number of cor- 
porations. In any event, a Conference Board survey 
reported elsewhere in this issue suggests that the rise 
in borrowing costs has not yet reached a point where 
it is a major deterrent to outside financing. 


INTERNAL SOURCES OF FUNDS 


In the years 1946 to 1950, corporate expenditures 
for new plant and equipment stayed within the bounds 
of the volume of funds available through internal 
sources: $82.2 billion invested in new facilities, $82.3 
billion made available through depreciation and re- 
tained earnings. In 1951 and 1952, however, capital 
outlays by the corporate sector rose rapidly, and sig- 
nificantly outpaced the volume of internally available 
funds. During the past two years these outlays 


1These comparisons are based on the “‘sources and uses of corporate 
funds” data (excluding banks and insurance companies) reported by 
the Department of Commerce. Historical comparisons used herein 
rely on national income data (Department of Commerce), statistics 
of income data (Bureau of Internal Revenue), and data compiled 
by,the Securities and Exchange Commission, which are not strictly 
comparable to each other, but are sufficiently in agreement for the 
purposes at hand. 
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totaled $45.2 billion, whereas retained earnings added 
up to only $16.0 billion, and depreciation charges to 
another $19.3 billion. 


Retained Earnings 


For the postwar years as a whole, retained earnings 
have been by far the largest single source of corporate 
funds. In the years 1946-1950, undistributed earnings 
averaged about $11 billion annually, or about 65% of 
average annual outlays by corporations for new plant 
and equipment during the period. While capital out- 
lays continued to rise in the two subsequent years, a 
sharp increase in taxes and a continuation of the up- 
ward trend in dividends reduced retained earnings to 
an annual average of $9 billion—only 40% of dollar 
requirements for new corporate facilities. 

However, a comparison of prewar relationships 
suggests that only limited significance can be attached 
to this decline. As a direct source of funds for capital 
outlays, retained earnings in prewar years never con- 
tributed much more than 40% to corporate expendi- 
tures for new plant and equipment. In the decade 
of the Twenties, retained earnings averaged only $1.7 
billion a year, whereas corporate expenditures on new 
plant and equipment were evidently in excess of $5 
billion a year. In the decade of the Thirties, retained 
earnings were actually in the negative zone, corpora- 
tions paying out in dividends a total of $19 billion 
more than they earned after taxes. 

With the advent of World War II, corporate profits, 
after taxes, substantially exceeded the rate of divi- 


Retained Earnings Below Trend 
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Regression fitted to the data for the years 1932-1948. 
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dend payments, and retained earnings rose in impor- 
tance as a factor in the acquisition of capital equip- 
ment. In this perspective, the current decline in the 
contribution of retained earnings to capital needs for 
fixed assets may represent a decline from an abnor- 
mally high period, rather than to subnormal levels. 

The decline in retained earnings in post-Korean 
years partially reflects conscious decisions of corporate 
enterprise with regard to dividend policy. Paradoxic- 
ally, the level of profits does not seem to have been 
of overriding importance in the short-term determi- 
nation of dividend levels, and in many cases the 
weight of other considerations (including the broad 
qualitative factor of the desirability of a stable divi- 
dend policy) has held the trend of payments to stock- 
holders counter to that of earnings. Thus, in 1951 
and 1952, as in 1945 and 1949, aggregate dividend 
payments of corporations were actually increased 
slightly, in the face of a decline in profits after taxes. 

This characteristic stability of dividends is mirrored 
in the volatility of retained earnings. Since 1929, the 
average annual change in dividend payments from 
one year to the next has been about 15%. Earnings 
after taxes, on the other hand, have fluctuated widely, 
changes of more than 50% being common. The 
mathematical result of subtracting a relatively stable 
series (dividends) from a volatile one (earnings) is a 
series with extreme percentage variations (retained 
earnings) . 


Depreciation 


From 1932 through 1948, a well-defined positive 
relationship between retained earnings and profits 
after taxes is apparent (see chart). Since Korea, how- 
ever, the relationship between the two series has 
departed significantly from its historical norm, with 
retained earnings consistently falling below the 


level that could be expected on the basis of earlier 
experience. These departures appear to be related to 
the combined influence of corporate dividend policy 
and a change in the role of depreciation allowances in 
corporate financing. Because of the growth in the 
total stock of capital equipment, and because of rapid 
amortization allowances, depreciation deductions have 
risen sharply, particularly since Korea. Although in 
prewar years they never amounted to more than $4 
billion annually, in the postwar period they rose 
rapidly, reaching $10.5 billion in 1952. At that level, 
depreciation allowances ranked first among major 
sources of corporate funds, contributing almost 50% 
of total dollar requirements for capital outlays. 

Because of this added flow of depreciation funds, 
the total volume of internally available funds in 1951 
and 1952 was maintained at a rate commensurate 
with their past relationship to earnings, However, 
capital outlays in those years rose well above their 
historical relationship to earnings. This resulted in an 
increased dependence of corporations on the securities 
markets as a source of funds. 


EXTERNAL SOURCES OF FUNDS 


Over the course of the past seven years, the volume 
of capital drawn into corporate operations through 
external financing totaled slightly more than $37 bil- 
lion, of which $9 billion was new stock issues and 
more than $28 billion in the form of a net increase in 
outstanding bonds. 

In the post-Korea period, stock issues, although at 
substantial dollar levels, have not risen significantly 
above levels reached earlier in the postwar period, or 
from levels attained in the Twenties. On the other 
hand, bond flotations, for new capital as well as for 
refunding purposes, have recently been at all-time 
highs: issues in 1952 reached a level of $6.7 billion 
(the former postwar peak was $5.3 billion in 1948). 

In spite of the flood of new issues, bond yields rose 
only sluggishly during most of 1952. Late in the 
year, however, they entered on the sharpest and most 
sustained advance in twenty years. How this rise 
in the cost of long-term funds will affect bond flota- 
tions in 1953 is a factor that requires weighing in the 
outlook for capital goods. As of midyear, a significant 
number of prospective issues had been canceled or 
delayed, but most of the affected issues appear to have 
been for refunding rather than new money. 

Similarly, the 1953 decline in equity security values 
has reportedly interrupted a number of prospective 
flotations. Stock issues, more clearly than bond 
issues, appear to experience an inverse relationship 
between yields and the volume of new issues (see 
chart). The peak stock yields of 1921, 1932, 1942 and 
1949 were all accompanied by depressed levels of 
equity financing. 

Conversely, the troughs in the yield cycle were 
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mostly accompanied by peaks in volume of new 
stock issues. 

The recent trend of stock and bond yields has cer- 
tainly acted to make securities markets a less attrac- 
tive source of funds, at a time when corporate recourse 
to these markets has grown materially. However, 
even in 1952, when security issues reached their post- 
war high, the securities markets were apparently a 
less important element in capital goods financing than 
they were in earlier periods of high capital goods de- 
mand. In the Twenties, new capital from the securi- 
ties markets averaged about $3.4 billion per year,} 
or 68% of corporate expenditures on new plant and 
equipment. In 1952, new security issues amounted 
to only 33% of corporate capital outlays. And they 
are likely to continue in this subordinate role as 
long as internally generated funds remain plentiful. 


EXPANSION AND CORPORATE DEBT 


Because of the predominance of retained earnings 
and depreciation charges in the total volume of funds 
available to corporations in the postwar period, the 
$127-billion expenditure on new plant and equip- 
ment in the years 1946-1952 has not resulted in any 
very apparent overextension of corporate debt, al- 
though the rate of increase in corporate debt has been 
impressive in recent years. Long-term obligations 
totaled $71 billion at the end of 1952, some $33 billion 
more than at the end of 1945. Compared with net 
worth, long-term corporate debt rose from 25% at the 
end of the war to 30% at the end of last year— 
but historical comparisons show its typical prewar 
position to be above 30%. (In the depressed business 
years of 1932 and 1933 it reached 38%.) The compari- 
sons would have to be carried all the way back to 
the years immediately following World War I to 


1Excluding investment trusts, trading and holding companies, etc. 
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find a corporate debt position, relative to equity, that 
is lower than that of today. 

Moreover, the interest charges on the long-term 
debt, which is the real consideration involved, is 
probably even less onerous than is suggested by the 
relation of debt to net worth. Between 1932 and 1946, 
interest rates declined steadily: as measured by 
Moody’s 120-bond average, they fell from 6.8% to 
2.74%. In the early postwar years, new issues, in- 
cluding refunding issues, were floated in considerable 
volume, while interest rates were historically low, 
and the average effective rate on total outstanding 
debt evidently declined materially. 

Short-term debt, which has increased more rapidly 
than long-term obligations, stood at $96 billion at 
the end of 1952, slightly more than double the level 
at the end of 1945. Much of this increase can be ex- 
plained through increased prices and a resultant rise 
in investment in inventories, receivables and other 
liquid assets per unit of activity. 

Liquidity ratios, which serve as a rough measure 
of the burden of short-term debt, have shown a drop 
from the immediate postwar years, but are still higher 
than such ratios of either the war period or the imme- 
diate prewar years. (The ratio of current assets to 
current liabilities for all corporations stood at 1.89 as 
of the end of 1952. At the end of 1945 the ratio was 
2.13, but it had been as low as 1.77 in 1942.) Work- 
ing capital—the excess of current assets over current 
liabilities—totaled $86.5 billion, more than twice as 
much as at the end of 1945, and 19% more than at 
the beginning of 1950. This growth follows closely the 
rise in corporate sales over the years, and is about 
what might have been expected in the light of the 
combined increase in physical activity and prices. 


Grorce P. TaTEosIan 
Division of Business Economics 


THE HUNDRED LARGEST DEFENSE CONTRACTORS 


Companies ranked by value of military prime contracts received from July, 1950—December, 1952! 


Contracts Awarded 


r warded Rank 
(8 va Basis) J Ce at Se 1952 | World ($ Value Basis) July, 1950-December, 1952 yrorid, 
2 —S 
PerCent leads Company poe 
ol or “172 
Millions Mle Oth Came” Laas 
Total—All contracts..... $80,331.8 |100.0 {100.0 |100.0a 51 $8 |Continental Motors...... $229.6 iis 54.2 ar 
Total—100 companies’...| 50,127.9 | 62.4 | 62.4] .... 52 31 |Standard Oil (New Jersey) 217.7 io rt a 
General Motors.......... 5,285.2 | 6.6| 6.6] 7.9 53 | n.a, |Piasecki Helicopter...... 197.5 j i _ : 
General Electric......... 2,855.4 | 3.6} 10.2] 1.9 54 16 | United States Steel...... 192.3 | 0.2 | 55.0 . 
United Aircraft.......... 2,336 .6 2.9 | 18.1 2.2 55 4 Ao dO WILU scars sate eeneees 187.1 0 5 55.2 oS 
MOhirvnlene ss, ccgs tess 4 oh 2,151.9 | 2.7} 15.8 | 1.9 56 59 | Federal Cartridge........ 186.5 | 9.2 | 55.4 . 
Douglas Aircraft......... 2,123.9 | 2.6] 18.4] 2.5 57 45 |Allis-Chalmers Manufac- eR Tam ier 
Boeing Airplane......... 1,998.6 | 2.5 | 20.9] 1.5 PUTING, woshiay Ave ere oe 182.2 ie : : 
Lockheed Aircraft........ 1,911.8 | 2.4] 23.3] 1.9 58 | na. |Armour..............+-. 181.3 ; 55.8 | n.a. 
Ford Motor...........+. 1,658.2 | 2.1 | 25.4] $3.0 59 | n.a. |American Bosch......... 174.8 | 0.2 | 56.0] na. 
North American Aviation} 1,473.7] 1.8 | 27.2] 1.6 60 47 |Diamond T Motor Car... 168.8 | 9.2 | 56.2] 0.3 
Republic Aviation....... 1,456.6 | 1.8] 29.0] 0.7 61 75 |Standard Oil (California). 168.5 | 0.2 | 56.4] 0.2 
Curtiss-Wright.......... 1,222.7 | 1.5 | 30.5] 4.1 62 | n.a, |Massey-Harris........... 166.0] 0.2 | 56.6] na. 
American Locomotive....| 1,213.3 | 1.5 | 32.0] 0.5 63 | n.a. |No. Atlantic Constructors 156.0 | 0.2 | 56.8] na. 
Amer. Tel. & Tel........ 1,197.6 | 1.5 | 83.5] 1.5 64 | na. |General Tire & Rubber. . 153.6 | 0.2 | 57.0 | na. 
Westinghouse Electric....| 1,100.0] 1.4] 34.9] 0.8 65 | na. Norris-Thermador Pe 152.6 | 0.2) 57.2] na. 
Grumman Aircraft Engi- 66 | n.a. | Pacific Car and Foundry. 151.0 | 0.2 | 57.4] na. 
OMPINg Gost. fe8 LE. 1,049.1 | 1.3 | 36.2] 0.8 67 7 |Bethlehem Steel......... 150.1 | 0.2 | 57.6] 2.2 
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Bendix Aviation......... 746.7 | 0.9 | 39.2) 1.1 70 40 |Baldwin-Lima-Hamilton’. 188.6 | 0.2] 58.2] 0.4 
Northrop Aircraft........ 733.6 | 0.9 | 40.1} 0.1 71 69 |Beech Aircraft........... 135.8 | 0.2 | 58.4] 0.2 
Studebaker.............. 724.8 | 0.9 | 41.0] 0.7 72 | na. | National Cash Register... 135.7 | 0.2 | 58.6] na. 
International Harvester. . 565.6 | 0.7 | 41.7] 0.6 73 | n.a. |Hazeltine............ Pex 131.2 | 0.2 | 58.8] na. 
E. I. duPont de Nemours 511.6 | 0.6 | 42.3] 1.2 74 | n.a. |American Steel Foundries. 126.8 | 0.2 | 59.0] na. 
Avco Manufacturing’... . 480.8 | 0.6 | 43.5 | 0.6 75 | n.a. |Silas Mason............. 126.4 | 0.2 | 59.2} na 
Radio Corp. of America. . 480.4 | 0.6 | 42.9] 0.3 76 67 |B. F. Goodrich.......... 123.0] 0.2 | 59.4] 0.2 
. |McDonnell Aircraft...... 474.5 | 0.6 | 44.1] na. 77 | n.a. |Burlington Mills......... 120.2 | 0.2) 59.6] na. 
Hughes Tool............ 451.6 | 0.6 | 44.7 | na. 78 | n.a. |National Gypsum........ 120.2] 0.2 | 59.8] na. 
Glenn L. Martin......... 438.6 | 0.6] 45.3 | 1.3 79 | n.a. |Sylvania Electric Products 119.3 | 0.2 | 60.0] na. 
Packard Motor Car...... 422.8 | 0.5 | 45.8] 1.0 80 44 |Caterpillar Tractor....... 118.0 | 0.2 | 60.2] 0.8 
Willys-Overland Motors. . $89.5 | 0.5 | 46.3 | 0.3 81 66 |Remington Rand........ 117.3 | 0.2 | 60.4] 0.2 
Goodyear Tire & Rubber. 357.5 | 0.4] 46.7 | 0.6 82 | n.a. |Fruehauf Trailer......... 116.7 | 0.2 | 60.6 | na. 
. |International Tel. & Tel. 854.6 | 0.4 | 47.1] na. 83 | n.a. |American Smelting and 
Fairchild Engine and Air- Refining: wecess nese 115.6 | 0. By 
PANE ei. Pc RRS. & 339.5 | 0.4 6 | 0.2 84 | n.a. |Minneapolis-Honeywell 
Eastman Kodak......... 338.0 | 0.4 9] 0.2 Regulatorigde ors ants. os 114.8] 0. 8 
Hercules Powder......... 336.2 | 0.4 3] 0.2 85 | n.a. |Borg-Warner............ 118.0} 0. 9 
Bell’ Aircraft. oo... 60.0. 832.2 | 0.4 a One 86 | n.a.|United States Hoffman 
Nash-Kelvinator......... 332.0] 0.4 1} 0.7 Machinery............. 108.4] 0. 0 
American Car & Foundry 328.6 | 0.4 .6| 0.5 87 | n.a. |Procter & Gamble....... 106.4 | 0. 1 
. |Kaiser-Frazer’........... 323.8 | 0.4 9] na 88 50 |Bath Iron Works........ 103.0 | 0. 2 
Reo Motors............. 317.6 | 0.4 3] na 89 63 |Mack Trucks............ 102.9 | 0. 3 
Phileoim grass ie caw. ose 305.2 | 0.4 7] 0.8 90 | n.a, |American Safety Razor. . 102.5 | 0. 4 
Firestone Tire & Rubber. 285.8 | 0.4 Ls} 9.8 91 | n.a. |Cities Service..:......... 102.3 | 0. 6 
Collins Radio............ 278.0} 0.4 5] na 92" | .0., | AGMUTAL, 5. dries ates 101.3 | 0. 6 
American Woolen........ 276.5 |} 0.3 8] 0.3 93 52 |Emerson Electric Manu- 
Raytheon Manufacturing. 262.7 | 0.3 sole Oe facturingiéi-y oven. Fi 100.0} 0. ay. 
Food Machinery and 94 95 |Stewart-Warner......... 95.4 | 0. 8 
Chemical®............. 259.8 | 0.38 4] 0.2 95 94 |Motorola’............... 92.1] 0. 9 
Olin Industries.......... 246.8 | 0.3 7) na 96 | n.a. | Gilfillan Brothers........ 88.7 | 0. 0 
United States Rubber... . 243.2] 0.3 0} 0.5 97 | n.a. |Continental Foundry & 
.a. |Inter’] Business Machines 240.1] 0.3 3] na Machine. .... sat... bt. 84.2 | 0. 
Newport News Shipbuild- 98 | n.a. |Daystrom............... 83.1] 0. 
ing and Drydock....... 236.3} 0.8 6] 0.7 99 | n.a. |Day & Zimmerman...... 82.8] 0. 
14." |0. P. StEVENS..4. 00060000 231.2 | 0.3 9 100 88 |Ingalls Iron Works....... 81.9] 0. 
1Army, Navy, and Air Force supply, service and constructi r i ing i saat oan 
soutinémsal United States, eachiees St contracts of less then onc ke a no Thee ce te peted a ee publ Grates 
Army and Air Force contracts of $5,000 to $10,000 are included in the July-December, Government agencies and financed with Defense Department funds, or contracts 
1950 period, and Navy contracts of $5,000 to $10,000 are included from July, 1950, awarded in foreign nations through their respective governments. : 
through June, 1951. Data include definitive contracts, the funded portions of letters ‘Name changed on March 25, 1947. Formerly called Aviation Corporation 
of intent and letter contracts, purchase orders, job orders and task orders against ’Company incorporated August 9, 1946, Theref. World Ida lable 
existing contracts, and modifications and amendments. Data exclude that part of F ea gust 9, 1945. Therefore no World War II data available. 
open-end or indefinite quantity contracts and project orders that are not translated Name changed on September 10, 1948. Formerly Food Machinery Corporation. 
into specific orders on business firms, and purchase commitments that have not been ™Name changed on November 30, 1950, Formerly Baldwin Locomotive Works. 
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*Based on the 100 companies with the largest dollar value of war supply contracts poration. 
which were awarded from June, 1940, throu; cAtinber, 1944, on a cumulative basis. n.a.Not available. 
*Company totals include contracts with all subsidiaries and affiliates. The corporate aTotal awards valued $175 billion. 
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“NUTBACKS in defense contracts since mid-1952 
have resulted in decreases in the net totals 
awarded to several major companies that rank rela- 
tively high among the top hundred defense con- 
tractors. Although there were downward adjustments 
in the dollar value of contracts held by General 
Motors Corporation, Chrysler Corporation, American 
Locomotive Company, the Studebaker Corporation, 
and others high on the list, the proportion of prime 
contracts awarded to the leading one hundred con- 
tractors, as a group, during the July 1950-December 
1952 period remained unchanged from the previous 
report which appeared in The Business Record for 
February, 1953. (That report covered the twenty-four 
months ending June, 1952.) 

The net effect of new awards and of cancellations 
owing to revisions in the tank-automotive program 
during the last half of 1952 is shown in the accom- 
panying list—the latest available—which covers the 
thirty months from July 1, 1950, to the end of Decem- 
ber, 1952. Since then, there have been even deeper, 
across-the-board cutbacks as Army requirements for 
new tanks and military trucks have been largly filled. 
Ordnance officers recently disclosed that government 
spending for these items would be pared from the mid- 
1953 rate of almost $160 million a month to less than 
$50 million a month by spring, 1954. Army plans to 
shrink the industrial base of the defense program— 
that is, to eliminate multiple sources of the various 
types of hardware and to concentrate the remaining 
orders on single plants—is also bound to be reflected 
in the military contracts held by the top contractors 
in the future. 


SHARE GOING TO TOP FIVE 


The proportion of prime contracts awarded to the 
top five firms dropped from 19.5% of the total for 
all contracts as of June 30, 1952, to 18.4% as of De- 
cember 31, 1952. Although the cutback in production 
schedules for combat vehicles and trucks resulted in a 
decrease in the total value of awards to General 
Motors and its affiliates, this firm remains at the top 
of the list. Its total of $5,490 million in contracts 
awarded during the first twenty-four months after 
Korea was reduced by $204 million in the following 

- six months. Thus its share at the end of the entire 
thirty-month period represents 6.67% of all contracts, 
compared with.7.8% at mid-1952. 

General Electric remains in second place, with 
about 3.5% of total awards. United Aircraft, which 
previously had been the fifth largest contractor, is 
now third, with 2.9% of the total. Its improved posi- 
tion reflects heavy contracting for aircraft during the 
July-December period. Awards to Chrysler, a leading 
tank and truck producer, decreased from a cumu- 
lative total of $2,226 million on June 30, 1952, to 
$2,152 million by the end of December. For the 
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shorter period, its awards amounted to 3.2% of the 
total, while at the end of December they represented 
only 2.7%. As a result of this cutback, Chrysler 
shifted from third to fourth place in the list. Douglas 
Aircraft, with over $2 billion in awards, is fifth on the 
current list; it was sixth in the previous table. 

A drop in rank caused by the tank-automotive 
cutback ‘was also felt by American Locomotive, which 
had net decreases of $7 million in the last six months 
of 1952 and moved from ninth to twelfth place. Stude- 
baker dropped from seventeenth to twentieth in the 
array as $23 million was shaved from its defense orders. 
Mack Trucks, with a net loss of $12.5 million in con- 
tracts, is eighty-ninth on the list, while six months 
earlier it had been in seventy-third place. 

In contrast, heavy contracting for aircraft con- 
tinued during the July-December, 1952, period, ac- 
counting for approximately half the dollar volume of 
new contracts. There was also a substantial increase 
in ammunition procurement. Examples of “up-rank- 
ing” as a result of contracting in these programs are: 
United Aircraft, from fifth to third place (as noted 
above); Lockheed Aircraft, from eleventh to seventh; 
McDonnell Aircraft, from thirty-ninth to twenty-fifth; 
Nash-Kelvinator (aircraft program contracts) from 
fifty-sixth to thirty-sixth; Federal Cartridge, from 
seventy-seventh to fifty-sixth; and Temco Aircraft, 
from eighty-seventh to sixty-eighth. 

Three companies that now appear on the list were 
not in the table of six months ago. These are United 
States Hoffman Machinery Corporation; Bath Iron 
Works Corporation; and Day & Zimmerman, Inc. The 
three which dropped below the first-hundred listing 
are Garrett Corporation, Blaw-Knox Company, and 
Clark Equipment Company. 

In the last six months of 1952, two corporations 
among the hundred largest prime contractors acquired 
other firms which themselves have been on the 100- 
company list in the past. Northrop Aircraft pur- 
chased the Radioplane Company, and the Burlington 
Mills Corporation bought the Peerless Woolen Mills. 


MILITARY ORDERS TO SMALL BUSINESS 


Small business firms have also been awarded a siz- 
able volume of military prime contracts. During the 
thirty months from July, 1950, to December, 1952, 
firms employing fewer than 500 workers received 
about $15.3 billion in prime awards. This was nearly 
one fifth of the dollar value of all military contracts 
with all business in the United States. 

An analysis of contracts shows that a relatively 
small proportion of all contracts negotiated are of the 
types that are suitable for small concerns. For example, 
in the July, 1952-April, 1953 period, only 21.4% were 
deemed thus suitable. Of the suitable contracts, 
75.5% were actually awarded to small business. 

Awards to companies with under 500 workers in 
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the first nine months of this fiscal year represented 
40% or more of all contracts larger than $10,000 for 
construction, subsistence, construction equipment, 
building supplies, and textiles. The ratio of small 
business to the total exceeded 35% in the medical 
supplies group, photographic equipment, and certain 
miscellaneous procurement categories. The small 
business ratio is necessarily low in such categories as 
aircraft, aircraft engines, guided missiles, electronics 
and production equipment, since small companies do 
not have the needed facilities or engineering resources. 

Small business also participates in defense produc- 
tion through subcontracts for components and parts 
from prime contractors who assemble and sell the 
finished products. While it is estimated that a very 
substantial portion of the $50 billion in prime con- 
tracts held by the hundred largest military suppliers 
is diverted into other companies through subcontract- 
ing, there is no precise count on just how much is 


farmed out or how much of it is placed with small 
firms.—G. D. 
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costs in sales prices and the profit account of business is 
being squeezed. However, on the whole, business should 
have a good year despite the many indications that we are 
returning to a highly competitive business condition.” 


Automobiles 


The Journal of Commerce, New York (July 9)—“Most 
auto industry executives still say 1953 should be the second 
biggest year in car-making history. 

“That would mean the production of something more 
than the 5,338,435 cars and 1,426,152 trucks assembled in 
1951. The record year, of course, was 1950 when American 
factories built 6,665,863 cars and 1,337,182 trucks. 

“In predicting 1953 might move into second place in vol- 
ume, car industry executives reiterate that a lot of retail 
sales effort must be exerted in the final half of the year. 
As far as the automotive industry is concerned, they say, 
the postwar era of a shortage economy has gone.” 

William F. Hufstader, vice-president of General Motors 
in charge of distribution (as quoted in Motor, June, 1953) — 
“Business will continue to be good. We are just beginning 
to see the return of competition. . . . There is nothing to 
be feared in the picture ahead.” 


The Wall Street Journal (July 13) —“A pattern of produc- 
tion paring is beginning to take shape in the auto industry.” 
“It could be the first sign of a sustained drop in thunder- 
ing auto output, which in the first half of this year set a 
new speed record of 3.2 million cars, compared with the 
previous high of 3.1 million in the initial six months of 1951. 
“The big plants involved deny that they are now slowing 


down because of any drop in sales or other overproduction 
signs. But the fact remains that Nash and Kaiser are 
closed down, and Chrysler, DeSoto, and Dodge are cutting 
back at a time when summer sales are supposed to hold 
assemblies high.” 


Other Consumer Durables 


Retailing Daily (June 24)—“Major appliance manufac- 
turers are taking a long hard look at prices today. 

“Some predict prices generally will be raised before the 
end of the year 5%-10% above January, 1953, prices. 

“A few have announced increases. The rest are waiting 
for the other firms to make a move one way or the other. 

“Most manufacturers exhibiting here claim to be trying 
everything possible to hold prices at premarket levels. They 
seem to be fighting a losing battle, however.” 

James D. Decrest, executive vice-president, Radio-Tele- 
vision Manufacturers Association (in a report in Retailing 
Daily, June 22) —“The continuing increase in the number of 
TV stations, plus the growing replacement market resulting 
from rising set ownership, indicates a steady and high-level 
sales trend this year and for some years to come.” 


Consumer Credit 


Retailing Daily (June 22, in a report on the home furnish- 
ings show in Chicago) —“ . . . dealers have other comments 
on the credit situation but they all agree that this is be- 
coming a grave problem. It is the number of rejections 
rather than the number of repossessions that concerns the 
dealers. More consumers are asking for credit and fewer 
are being accepted by the lending organizations, the dealers 
claim. 

“The dealers look at the amount of spendable income 
available and the high level of savings and have trouble 
compensating these figures with the current rate of sales. 

“They feel that their merchandise should be moving at 
a better rate but most of them haven’t formulated a positive 
plan of action. Until they do, they refuse to make any 
long-range purchase obligations. It is this attitude which 
points to a very light market.” 

Basil A. Wapensky, trade economist, Federal Reserve 
Bank, Atlanta, Georgia (in an address before the Con- 
trollers’ Congress of the National Retail Dry Goods 
Association) —“Consumer credit has played an impor- 
tant role in the developments of the past few years. 

. A significant portion of the 1952 increase in per- 
sonal consumption expenditures was probably dependent 
on the availability and use of consumer credit. The 
level today . . . does not appear to be excessive, at least 
on the surface. But the distribution of income and liquid 
assets as related to debt reveals yawning gaps and poten- 
tial trouble makers. Any reduction in income could create 
a distinctly unfavorable situation. Since this is a real possi- 
bility in the not too distant future, I, for one, cannot feel 
complacent about the current level of consumer credit.” 


Construction 


_ Banking (Journal of the American Bankers Association, 
m a report on the results of a semiannual sampling of 
(Continued on page 321) 
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Executives report: 


TURNING POINT AHEAD IN CAPITAL SPENDING 


nitely caught up with national demand, according 
to the replies of 159 manufacturing companies 
participating in this month’s business survey. 
As they report it, after three years of record-break- 
ing capital expenditures: 


Ticeay cauan capacity to produce goods has defi- 


eSeven per cent find current demand still exceeding 
their capacities, but 17% face serious excess capacity 
problems. 

e Some industry capacity is slated for retirement, state 
twenty companies. 

e Yet less than one out of ten companies expects to 
revise its present capital programs between now and 
year end. 

e Companies planning to spend more on capital pro- 
jects in 1953 outnumber somewhat those intending to re- 
duce their capital expenditures below 1952 levels. 

© In 1954, more than three times as many companies will 
reduce their scale of capital expenditures as expect to 
increase them. 

e The emphasis in 1954 will shift to replacement and 
modernization of existing facilities. 

e Higher interest rates have had a negligible effect on 
1953-54 capital programs—most companies report the re- 
quired funds are already on hand or will come from oper- 
ating income. 


Ample Capacity a Reality 


Three out of four companies indicate that 
“capacity and demand for our major product lines are 
substantially in balance” and many now have a margin 
of safety in some “surplus capacity which must be 
available in normal operation.” 

Only 7% of all companies covered report “current 
demand for the major product line of our company is 
still in excess of the industry’s capacity to produce.” 

And while one chemical company estimates “capacity 
will not have caught up to demand until 1955,” most 
concur with one steel executive’s appraisal that “by 
the end of the year, a normal balance between supply 
and demand will have been attained for practically 
all products.” 

Some companies have effectively expanded their 
capacity by working extra shifts, as in the case of one 
electrical appliance manufacturer: 


“The current demand for our major product lines is 
roughly 35% in excess of our normal shift capacity. The 
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overload is taken care of by multishift and six-day opera- 
tion of installed facilities. In the course of the next few 
years, it is visualized that decreases in over-all demand, 
coupled with some adjustments in our established capaci- 
ties, will result in an approximate balance being achieved.” 


The number of industrial firms that find their 
present productive capacity to be “far beyond the re- 
quirements of consumption” (17% of all companies 
replying) is considerably larger than the number un- 
able to keep up with current demand. Industries such 
as textiles and leather “have suffered for years from 
overcapacity”—a condition not the result of recent 
additions to capacity. On the other hand, an elec- 
trical appliance manufacturer flatly states his “in- 
dustry has overexpanded and has overestimated the 
demand for our type of product.” 


“Entry of new firms into the business,” and “impor- 
tation of competitive ware from low labor-cost coun- 
tries” are other reasons given for idle capacity. One 
oil producer feels “excess capacity is largely the result 
of the insistent request from federal authorities that 
the industry provide such excess capacity for possible 
use in war emergency.” 

Some companies feel confident that current excess 
capacity will be gradually eliminated. Writes one 
paper executive: “There has been a steady growth in 
per capita requirements, and this, combined with 
population growth, indicates that demand should 
catch up with supply within the next three to four 
years.” “Development of new products,” “the elimi- 
nation of marginal companies plus the fact that 
probably new plants will not be built to any degree” 
are other factors working to even up supply and 
demand in some industries. 


Exit the Marginal Plant 


Twenty companies expect that some capacity in 
their industries will be retired in the foreseeable 
future. A typical comment is the following: 


“There is old capacity in our industry that should be 
retired. However, with the peak volume which the indus- 
try has been doing, all of this old capacity has been kept 
in service. I do not believe there will be much of it re- 
tired until vigorous competition sets in.”—Nonferrous 
metals producer. 


A chemicals producer indicates that “retirements 
of capacity in the near future, if any, are expected to 
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be insignificant in relation to our total capacity, and 
would be related to the older and less attractive por- 
tions of our diversified product line.” 

Similarly, a building materials producer reports 
“operating one marginal plant which will be aban- 
doned whenever the demand does not justify its con- 
tinued operation.” 

Where competition is already severe, “small con- 
cerns are being forced to quit,” but as yet the “vol- 
ume of capacity thus retired to the total is negligible.” 
Other manufacturers “who find themselves with ex- 
cess capacity will endeavor to broaden their scope 
of products.” 


Capital Plans Unaltered 


Plans for 1953-1954 capital expenditures are quite 
firm, according to 95 out of 102 companies, a repre- 
sentative reply being that “our program was finalized 
and we are going through with it.” Out of seven com- 
panies expecting to revise their capital plans by year 
end, two companies may increase their spending if the 
“volume of business will justify it” and the remain- 
ing five expect to reduce expenditures. One executive 
writes that “although demand is great, we are trying 
to increase output of existing facilities rather than add 
new facilities at this time.” In another company, 
“the only significant change in our capital expenditure 
program by year end will be its reduction to a prac- 
tical minimum.” 


1953: The Biggest Year Yet 


Fifty-five out of 136 manufacturing companies 
(40%) expect to spend more on capital projects this 
year than in 1952,1 as compared with forty-five com- 
panies (33%) which report lower capital expenditures 
in 1953. Thirty-six companies (27%) see little change 
in their 1953 rate of capital spending from 1952. 

In many cases the level of 1953 capital expenditures 
was decided upon some time ago. As one petroleum 
producer explains: 


“Our first-quarter estimate of 1953 expenditures indi- 
cated that approximately 75% of the current year’s ex- 
penditures would be on projects authorized in prior years. 
It must be realized that with construction programs as 
large as those authorized by this company, a large part 
of the amount budgeted for 1953 projects will actually 
not be spent until 1954 or 1955, depending upon the size 
and complexity of the individual projects.” 


Some companies report that their “program for 
capital expenditures will be substantially completed 
by the end of 1953.” Others, experiencing poor busi- 
ness, have kept “capital expenditures as minimal as 
would leave us in a satisfactory competitive con- 
dition.” 

1Capital expenditures by United States manufacturing firms in 


1952 set a new record at $12 billion, over 10% in excess of the pre- 
vious peak. 


Consequently, more than three times as many com- 
panies (fifty-one) plan to reduce their 1954 capital 
expenditures below the 1953 rates as expect an in- 
crease (fifteen). Another forty-five companies fore- 
see little change in their 1954 rate of capital spend- 
ing. 

Companies in the chemical and electrical equipment 
industries are generally the most optimistic on their 
1954 capital programs, while reports from cooperators 
in the rubber, automobile and equipment, special- 
ized industrial machinery, and steel industries are pre- 
dominantly on the downside. 

Several executives indicate that “1954 capital ex- 
penditures depend upon future development in eco- 
nomic conditions”; “no decisions have been made for 
1954, but if our backlog of business holds up, we will 
probably spend about as much as we did in 1953.” 

In one company, “1953 capital expenditures are en- 
tirely for tools for new products. The 1954 distribu- 
tion will again depend upon the ultimate demand for 
these products.” 


Patterns of Capital Spending 


According to the replies of 137 cooperating indus- 
trial firms, fewer companies in 1954 expect to make 
capital expenditures for the purpose of adding to their 
existing capacity than in 1953. The proportion of 
companies reporting some new additions declines from 
58% in 1953 to 46% in 1954. Capital expenditures for 
replacement of obsolete capacity will be made by 74% 
in 1953 and 69% in 1954, while the proportion of 
companies planning on general modernization and 
improvements is expected to remain about con- 
stant at 82% of the replying companies in 1953 and 
83% in 1954. 

Only two companies expect to devote a greater 
percentage of their entire capital program in 1954 to 
new additions to capacity, as compared with twenty- 
two firms who plan to reduce this share. More 
companies plan to spend an increasing share of their 
1954 capital program on replacement of obsolete 
equipment (eight) and general modernization and im- 
provement of facilities (fifteen). This response from 
one steel executive is fairly typical: 


“In 1953 our capital expenditures are roughly divided 
on the basis of 75% for new additions to capacity and 
25% for replacement, general modernization and im- 
provements. The distribution in 1954 will change in that 
we expect to limit such expenditures to replacements, 
modernization, and improvement of facilities.” 


In many cases, “increased efficiency resulting from 
general modifications and improvements will auto- 
matically give some increased capacity.” 

More attention is being placed on research and 
auxiliary facilities: “Expansion of production facilities 
will be substantially completed in 1953, but expan- 
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sion of research and administrative facilities will con- 
tinue into 1954 as development work is being carried 
forward actively on new products.” 


The Cash Is on Hand 


Company after company replies to the effect that 
“the rise in interest rates will have no effect on our 
proposed capital expenditures,” with only six out of 
144 executives reporting otherwise. Explains one ex- 
ecutive: 


“After all, an increase of 1% im interest is only one- 
half of 1% after taxes, and any plan to spend money on 
capital improvements would be based on an opportunity 
of so much larger return that one-half of 1% would be 
neither here nor there.” 


In fact, one paper producer considers “any interest 
rates below 6% of very little influence. The terms of 
repayment are of vastly greater importance.” 

Another cooperator states: “We do not consider 
higher interest rates a hardship so long as we are on 
a footing equal to that of our competitors.” 

Most companies report that their “major financing 
was completed before the rates rose.” At any rate, 
earnings, current and retained, are the most impor- 
tant source of capital funds, 62% of all cooperating 
companies expecting to finance part or all of their 
1953-1954 capital programs out of past and present 
profits. Only 16% expect to resort to some form of 
outside borrowing. Other sources of funds for capital 
expenditures mentioned include “depreciation re- 
serves,” “cash on hand,” “surplus account,” “work- 
ing capital,” and in one instance “the personal funds 
of the stockholders and officers.” 

One executive states that “the recent rise in interest 
rates will not have any significant effect on our pres- 
ent capital program. However, it would be a major 
deterrent to our acquiring new capital facilities of 
a major nature or making plans for new additions.” 


Sotomon EruE 
G. CuarkK THompson 
Division of Business Practices 
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bankers’ opinions, July) —“There appeared to be a some- 
what equally divided opinion among those reporting as to 
the volume of home construction during the last half of 
1953, with a very small majority indicating that it should be 
at least as high as in 1952. Except for a few areas where 
the housing shortage remains a problem, it is generally felt, 
however, that home construction has passed its peak. 
There has been a noticeable slowdown in sales of houses 
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and an increasing tendency on the part of buyers to shop 
around more than was formerly the case. Building costs 
for new homes have not declined, but resales of older 
houses have been at lower prices than a year ago. Other 
construction, including new and expanded plants, schools, 
public buildings, roadways, and bridges, is expected to 
continue at a high level.” 


Gas Utility and Pipeline 


The Journal of Commerce, New York (June 23) —“The 
nation’s gas utility and pipe line industry will spend almost 
$4 billion on construction of new facilities and expansion 
during the four years from 1953 through 1956, the Ameri- 
can Gas Association reported yesterday on the basis of a 
recent survey. 


“Slightly less than half of the four-year total, $1.9 billion, 
will be spent on transmission facilities (long-distance pipe- 
lines), and a third, $1.4 billion, will go for distribution 
expenditures (local gas mains) . 

“The remaining $637 million is to be spent for produc- 
tion, underground storage, and general facilities, the AGA 
reported. Less than half of the companies supplying data 
for the survey gave information regarding probable sources 
of funds for their expansion programs. Reporting companies 
indicated they expected to obtain 29% from internal sources 
(primarily undistributed earnings and depreciation accruals) , 
51% from long-term debt, and 20% from common or pre- 
ferred issues.” 


Steel 


Steel (June 22) —‘‘Will steel consumers be able—or will- 
ing—to absorb all or part of the steel price increase? . . . 
It’s too soon for a full answer to the question yet, but 
scattered indications show that many steel buyers will be 
forced to absorb at least part of the boosts because of mount- 
ing competition especially in consumer durable goods.” 


The Iron Age (July 8)—“In the few short weeks since 
signing of the steel wage contract, the frenzy has left the 
market. Stated demand still exceeds supply, but the margin 
is getting narrower. Urgent requests by consumers for 
‘quick’ tonnage to bail them out of production jams are 
definitely on the decline. 


“Steel consumers seem to be changing from a period of 
hand-to-mouth production to a period of inventory accumu- 
lating and balancing. Some consumers are admittedly ex- 
pecting to rebuild and balance their inventories over the 
next several months. This means they are placing orders 
for more steel than they expect to consume.” 


be;Largostl 


“Today we find our national government in a position 
where it is, among other things, the largest electric power 
producer in the country, the largest insurer, the largest lend- 
er, the largest landlord, the largest tenant, the largest holder 
of grazing land and of timber land, the largest owner of 
grain, the largest warehouse operator, the largest shipowner, 
the largest printer, and the largest truck fleet operator.”— 
Chamber of Commerce of the United States. 


THE DRIFT IS TOWARD BOND OFFERINGS 


Obligations as Per Cent of Total 
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Various factors, among them tax laws and specially fostered low-interest rates, have caused issuers to favor 
bonds in recent years. Industrial and public utility companies are the chief borrowers. 
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Ratio of Equity to Long-term Debt in Olan Balance Sheets 


BALANCE SHEETS SHOW DECLINING EQUITY 
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FINANCIAL NOTES AND FOOTNOTES 


HERE CAN be no question but that the change 
Ti the programs of the Federal Reserve System 
and the Treasury has put starch in the bond market— 
and in the morale of a substantial section of the busi- 
ness community. Accumulations of new-issue offerings 
have been cleared off the shelves of underwriters, and 
what is known as “sentiment” in the financial district 
is observably improved as compared with a month 
or two ago. Many who had begun to wonder whether 
the seasonal credit needs would be met this fall at 
reasonable rates are now easier in their minds. 

It is still true, however, that the open-market opera- 
tions of the Federal Reserve, substantial as they have 
been, have succeeded chiefly in keeping basic conditions 
in the money market about where they were at the 
inauguration of the bill-buying program early in May. 


Total Federal Reserve credit rose less than a half 
billion. Member bank reserves actually declined by 
an amount almost as great. The chief beneficiaries 
were obviously the member banks, which were able 
to reduce their indebtedness to the Federal Reserve 
banks by almost three quarters of a billion; and the 
Treasury, which was able to dispose of almost two 
billion dollars of additional ordinary discount bills at 
lower rather than higher rates. The market was, 
however, able to absorb the offering of $5.9 billion 
of tax anticipation certificates without distress only by 
reason of reduced reserve requirements. 


AN ANALYSIS OF THE FACTORS 


The recent reductions in reserves required of mem- 
bers banks, of course, revealed themselves in the 
statements of July 8 and July 15 and promptly raised 
excess reserves, but it is instructive to consider these 
separately from the open-market operations of the 
System. It is possible to do this since bill buying by 
the Federal Reserve does not directly affect required 
reserves, while reduction in requirements does not 
directly affect the volume of reserves actually to the 
credit of member banks. As is well known, there are 
certain factors which together control the volume of 
member-bank reserves. These are all listed in the 
weekly statements of the Federal Reserve System. 
An analysis of them as they have developed in recent 
weeks is informative. 

Member-bank reserves consist, of course, of de- 


posits at the Federal Reserve banks to the credit of 
member banks. These deposits can be regarded as 
the residual item in a sort of balance sheet of the 
banking and monetary system of the United States, 
in much the way that “surplus” appears in an ordi- 
nary corporate balance sheet. It is in accord with 
this conception of member-bank balances with the 
Reserve banks that a table is prepared and published 
each week by the Board of Governors of the Federal 
Reserve System under the title of “Member Bank 
Reserve and Related Items.” 


MAKING A BALANCE SHEET 


This table on its “asset side” consists of Federal 
Reserve credit outstanding, gold stock and Treas- 
ury currency outstanding. On the other side of this 
“balance sheet” we have currency in circulation out- 
side the Treasury and the Federal Reserve banks, 
Treasury cash holdings, Treasury deposits with the 
Federal Reserve banks, foreign and other nonmember 
bank deposits, and certain other accounts (chiefly 
capital funds, and the like). The difference between 
the sums of the items on each of the two sides of this 
statement must equal the deposits of member banks 
—or, in other words, member-bank reserves. Obvi- 
ously, any change in any of these items can alter the 
volume of member-bank reserves. 

The situation as it was on May 6, 1953, is shown in 
the following tabulation: 


Federal Reserve credit outstanding (millions of dollars) 
United States obligations owned 


Bills and certificates /s.225, 2.03 sa bee eee 5,564 
Bonds;and Notes. iis.0s.00..0.os ose snk cone eee 18,296 
Total govermmentts/.2<22.".5:. . ob ance csc oe 23,860 
Loans, discounts and advances................cccececeee 936 
Float (excess of collection items over deferred credits)...... 647 
Total Federal Reserve credit outstanding........... 25,443 

Gold stockieieos.n oo ven e oe ad ee eee 22,561 
Treasury currency outstanding................0cccccecccee 4,840 
Grand total... >So aces ee eee 52,844 

Money tn.cirewlation, wsos.< 5:05.05. nkuea eee ne eee 29,863 
het Mocaticg Ee ee ee eee 1,285 
Treasury deposits with Federal Reserve banks............... 214 
Foreign and other nonmember deposits with Federal Reserve.. 891 
Other Federal Reserve accounts...............0.0c00000.. 780 
Totals ss: 00s: bbxes'ss [RO so ee a 83,033 
Member-bank reserves... «4<43 «4. c8Waty seh Gale ae ee 19,811 
Gsrand total...» ass cic + sisccaieeane hi oun eae 52,844 


The corresponding figures for July 15 are: 
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Federal Reserve credit outstanding (millions of dollars): 
United States obligations owned 


Willie BI WCORMNCALES (6. cs doa csa.0 cts, ve ae oo dicls Sank 6,668 
DOMUs HAG LOVES... Pere et ed oe Oe 18,296 
Total ROVEINMEDNISS 1. sata eos web loki hd she Atels dolebelos 24,964 
Loans, discounts and advances............0.0ceceecececees 203 
ULE “cso gens yuan ogi ose eam al oi amen a 756 
Total Federal Reserve credit outstanding............. 25,923 

ReOuD AtOCu te ehbra te prise opulent ahi eoasied ok 8 Los 22,374 
Treasury currency outstanding...............0.ecceeeeeees 4,853 
COPANO SUOLAN ere HAART tec vcore ate Scat ise ek 53,150 

Money inreirewlation sei. see a aheeale Coe te bie dostidene ok 30,163 
PEPCASULYFCASLS te See eee ee eee ee ee SU, 1,264 
Treasury deposits with Federal Reserve banks............... 640 
Foreign and other nonmember deposits with Federal Reserve.. 740 
Other Federal Reserve accounts...............0eceeeceeeee 947 
PR Ota leneNee eer eee ee ee ee ee Moet es ote Sank 33,754 
Member-bank reserves...........00.cccccceccecceecceuces 19,397 
Grand total etait MWe. Bac Ree ee 53,151 


ro lon oe difference between the two grand totals in this table is entirely due 

A glance at the two sets of data reveals that the ma- 
jor changes during the period covered occurred in Fed- 
eral Reserve holdings of governments, in loans, discounts 
and advances by the Reserve banks to member banks, 
and in the deposits of the Treasury at the Federal Reserve 
banks, although smaller changes took place elsewhere. 


The facts may be clearly stated by assembling changes 
in two groups: first, those which tend to increase 
Mmember-bank reserves; and the other, those which 
tend to reduce them: 


Changes which tend to increase member-bank reserves (millions 


of dollars): 
Increase in government holdings................0000000005 1,104 
GERSETIMPHOAUN te cic oe cee coins oo oe 0. e en hee let be Sone 109 
Increase in Treasury currency outstanding................- 13 
Decrease in foreign and other nonmember deposits.......... 151 
Decrease in Treasury cash.:.... 2.2.2.5 Seee es ieee asases Q1 
ATRCTES Ihe ps erchietahe, Bah TRESS SOROS ORR RE e e 1,398 
_ Changes which tend to reduce member-bank reserves: 

Decrease in loans, discounts and advances................. 733 
Decreasetin: gold ‘stockenr 00 sc as .2:5 5c qusyartie ne eee sree dia ens 187 
Increase in money in circulation................0000000005 800 
Increase in Treasury deposits with Federal Reserve......... 426 
Increase in other Federal Reserve accounts...............- 167 
EL Ota te tyARee Cees eee Sie uinite cloner dleNe eaecoverey ase 1,813 
Preponderance of reducing factors................2seeeeeeee 415 
Decline in member-bank reserves..............0eeceeeeees 414 


Note: Here again rounding prevents a perfect balance 


What happened in the matter of member-bank re- 
serves from May 6 to July 15 is clear. Open-market 
purchases of governments (all bills and certificates) 
amounted to $1.1 billion, which, if other things had 
remained unchanged, would have increased member- 
bank reserves by the same amount. Certain other 
factors, such as a small increase in float (probably 
seasonal) and in Treasury currency outstanding and 
decreases in nonmember-bank deposits, and Treasury 
cash would have added something less than $300 mil- 
lion more to member-bank reserves. 

But, as is so often the case, other things refused to 
remain unchanged. First, member banks took advan- 
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tage of the funds put into the market by these open- 
market purchases to reduce their indebtedness to the 
Reserve banks from $936 million to $203 million. 
Then the Treasury, which had been running with 
very low balances at the Reserve banks, decided to 
strengthen its account there in the amount of $426 
million. A further moderate loss of gold, a small in- 
crease in money in circulation and a slight rise in 
other Federal Reserve accounts together came to $654 
million. Thus member banks reached the end of this 
ten-week period with about $414 million less reserves 
than they had at the beginning. 


NEED FOR RESERVES 


So much for the supply of reserves available to 
member banks. About equally important is the vol- 
ume of reserves needed by these banks. These needs 
are determined first by the volume of deposits held 
and, second, by the amount of reserves required to be 
held against each dollar of such deposits. During the 
period under analysis, reduced reserve requirements 
released something more than $1 billion the banks 
had been of necessity holding at the Reserve banks 
against their deposits. This change had become fully 
effective prior to the July 15 statement. It so hap- 
pened, however, that the Treasury offered some $5.9 
billion in tax anticipation certificates during the 
period, and final payment had to be made on or be- 
fore July 15. The banks, according to general under- 
standing, bought heavily of this issue. To the extent 
that they did so and paid for them (as is customary) 
by a deposit credit on their books in favor of the 
Treasury, deposits requiring reserves were increased. 
Probably a good many of these transactions were not 
reflected in the July 15 Federal Reserve Statement. 
From May 6 to June 24 (the last statement before any 
of the reserve requirement reduction took effect) re- 
quired reserves rose from $19,421 million to $19,561 
million. From the latter date to July 15 they fell from 
$19,561 million to $18,256 million. One result was 
that excess reserves rose in that interval from $612 
million to $1,141 million. What the situation will be 
when the indirect results of subscriptions to the Treas- 
ury certificate offering are in remains to be seen. 

It is worthy of note that these changes antedate any 
seasonal expansion of bank loans. Indeed there was some 
net contraction of bank-loans during the period and only 
a very slight rise in investments, although a marked shift- 
ing from longer-term to shorter-term governments is 
clear from the record.—F. W. J. 


P.S. As was expected, the aftermath of tax-antici- 
pation certificate buying by member banks gave rise 
to an increase of $755 million in required reserve dur- 
ing the week ended July 22. Member banks again 
were borrowers from the Federal Reserve during that 
week, and the Treasury pulled down its balance, the 
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net effect being an increase of $345 million in member- 
bank reserves. Despite this increase, required reserves 
rose $755 million. The net of all this was that excess 
reserves, as of July 22, stood at $731 million, or only 
some $353 million more than they had been on May 6 
when all the changes began. 

For those whose chief interest is in what is yet to 
come, the following excerpt from the July issue of The 
Federal Reserve Bulletin is added at this point: 

“Reserve funds supplied by open-market operations 
in May and June, together with those freed by the 
reduction in reserve requirements, are part of what 
will be needed to meet the usual seasonal demands for 
reserves in the last half of the year. Initially the re- 
serves will be more or less fully absorbed by Treasury 
borrowing from banks. Later, however, as the Treas- 
ury pays out the funds borrowed and as corporations 
and others continue to accumulate funds for tax re- 
serves and other reasons, the financial resources avail- 
able to businesses and individuals will thus be aug- 
mented. 

These resources may be used in part to meet the 
financing or cash needs of the borrowers, and in part 
to purchase government securities from banks—thus 
releasing funds for bank lending to other borrowers as 
seasonal and growth needs of the economy develop.” 


FOOD LEADS SLIGHT 
RISE IN PRICES 


HE TEN-CITIES index compiled monthly by 

Tue ConFrerENce Boarp inched upward in June 
for the second time in a row. The all-items index, at 
179.7 (January, 1939=100), was up 0.7% from May 
and 0.4% above the June, 1952, figure of 179.0. The 
purchasing value of the dollar in June was 55.6 cents, 
showing a drop of 0.9% from the previous month. 

Higher food prices were reported over the month in 
all ten cities, with meat, fresh fruits, and vegetables 
leading the advances. The food index stood at 228.6, 
an increase of 1.6% over May. This was the largest 
monthly change in any of the components of the all- 
items index and the greatest increase in food since 
November, 1951. 

The May-to-June changes ranged from an in- 
crease of 3.7% in New Orleans to one of 0.1% in 
Los Angeles. The decline in beef prices not only 
halted, but prices in six of the cities once again moved 
upward. The supply of pork and pork products con- 
tinued to be limited and was reflected by higher retail 
prices in most cities. Veal and poultry prices were 
lower, as were fish, dairy products and evaporated 


milk. Egg prices were higher in all ten cities. The 
significant declines registered in retail coffee prices 
were sparked by price reductions at retail chain stores 
throughout the country. Most fresh fruits and vege- 
tables—and particularly cabbage, apples, and oranges 
—were higher. Only lettuce prices were consistently 
lower. Canned goods were slightly cheaper. 

All components except food showed little move- 
ment over the month. The housing index increased 
0.2%, thus maintaining its steady upward swing. The 
largest rise in any of the cities occurred in Indian- 
apolis, where rent controls were recently ended, with 
rents climbing 7.9% from March to June. Denver 
and New Orleans reported very slight increases, with 
the seven other cities remaining unchanged. The only 
component of the index to show a decrease (0.5%) 
in June was housefurnishings. With spotty declines 
in various items priced, the most consistent move- 
ment was shown in lower price tags for tailored cur- 
tains and sheets. The greatest changes occurred in 
Denver and New Orleans, with declines of 1.1% and 


Percentage Changes in Ten-cities Index from 
June, 1952, to June, 1953 


% 


6.5 HOUSING 


4.2 SUNDRIES 


2.8 FUEL 


0.4 ALL ITEMS 
-0.3 CLOTHING 


*~ FURNISHINGS 


-3.5 FOOD 
JUNE JUNE 
1952 1953 


1.3% respectively. Clothing and fuel prices were un- 
changed over the month, and the sundries index 
showed a very minor rise of 0.1%. 


YEARLY CHANGES 


' In contrast with the rather quiet monthly changes 
in retail prices, the year-to-year deviations in the 
various components present a more lively picture. 
While the June food index reveals a mab deantig Mine 
crease over the month, it is still 3.5% below the J une, 
1952, point of 237.0. Six cities declined over the 
year, with Los Angeles showing the biggest drop 
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Consumers’ Price Index for Ten United States Cities, and Purchasing Value of Dollar 
Index Numbers, January, 1939 =100 


Weighted 


Clothing 


Date Average of 
All Ite: 
AGSer June LAs eo ee ce : : 5 8 
lyn. sinte s1ahls: ; z 7 5 
AU SUSE. ce cacetT. aLocry .8 | 240.6 | 122.0 30 
September.......... PO eset i Lee A 
OctoberS,. AIH. AF .8 | 236.5 | 122.7 i 
November.......... .6 | 238.3 | 123.3 8 
December........... .3 | 283.2 | 124.1 of 
Annual average...... -1 | 236.1 | © 122.0 ea 
1953 January............ .7 | 230.3 | 124.8 2 
February........... 33°) 1295).2° 19556 4 
Marehiss. sacncvat - -7 | 225.6 | 125.7 A 
PAT ote his ech ae oss 6 223 .9 125.8 ; 
Mayt eos . wa the Ar} 225.0r| 129.1 
Junes WIM Haan. LM. Bi 228 .6 129.4 


IDM WOW OD MDHDHDIWNAR 


Percentage Changes 


+1.6 
3.5 


+0.2 


May, 1953 to June, 1953... i +0.7 
+6.5 


June, 1952 to June, 1953...| +0.4 


1Rents surveyed quarterly in individual cities 


"3 
0.3 


(7.67%) . For the same period, Indianapolis, Birming- 
ham, and New Orleans rose 1.8%, 1.9% and 2.7%, 
respectively. The housefurnishings index, which de- 
clined almost steadily from July, 1951, to July, 1952, 
has stabilized to some degree in the past twelve months 
and is now only 1.6% below its year-ago level. Cloth- 
ing prices began their descent in November, 1951, but 
have leveled off since June, 1952; this index is now 
only 0.3% lower than last year. 

Housing had the largest yearly change—an_in- 
crease of 6.5%. The index read 121.5 in June, 1952, 
and twelve months later 129.4. Philadelphia was 


+0. 
-0. 


1 
4 


House- Purchasing 

furnish- | Sundries | Value of 

ings the Dollar 

. 9 .0 8 165.0 172.3 55.9 
135.0 131.7 .0 8 164.3 173.6 55.4 
134.7 132.9 “2 8 164.5 174.0 55.3 
135.5 133.7 2 8 164.5 174.0 55.6 
134.8 135.3 2 .6 163.6 174.4 55.6 
135.0 135.9 .0 6 164.8 174.5 55.4 
135.0 137.6 0 6 164.7 175.0 55.8 
135.6 133.4 9 15 165.6 172.6 55.8 
135.1 188.1 0 3 162.7 176.1 56.0 
134.9 137.9 .0 3 163.4 176.6 56.4 
185.5 138.0 .0 3 163.3 177.4 56.3 
1385.4 137.77r 92.0 105.47) 163.2 179.2r 56.3 
135.3 184.5 92.0 105.47) 163.1 179.3r 56.1 
135.3 134.5 92.0 105.4 162.3 179.5 55.6 
0 | 0 | 0 | 0 | -0.5 +0.1 -0.9 
0.1 +2.8 +2.2 +0.6 -1.6 +4.2 0.5 

Includes electricity and gas rRevised 


the only city to remain unchanged over the year. 
Other cities showed advances ranging from 0.5% in 
Boston to 21.9% in New Orleans. 

As was true for housing, the monthly increases in 
sundries were small, but produced an upward change 
of 4.2% from the June, 1952, figure of 172.3 to one of 
179.5 a year later. Local transportation, personal care, 
and tobacco were among the items with increases. The 
fuel index, at 134.5 in June, 1953, while unchanged 
from May, was up 2.8% from a year ago. 

Marsorie Sourucort 
Statistical Division 


NOTES ON FINANCING SOCIAL SECURITY 


Chamber Clarifies Position on Trust Fund 


In the June, 1953, issue of Economic Intelligence, 
the Chamber of Commerce of the United States re- 
.states its social security program and spells out in 
more detail some of the points on which questions 
have arisen. Regarding the proposed use of already 
accumulated OASI reserves, it says: 


“The charge that the Chamber plans to raid the Trust 
Fund is absolutely without foundation in fact. The 
Chamber’s plan calls for putting all future disbursements 
of OASI benefits on a pay-as-you-go basis. Maintaining 
the existing Trust Fund as a cushion to smooth out 
unexpected short-range changes in revenues and benefits 
would seem to be the logical use to be made of it.” 


AUGUST, 1953 


How then would the bill be met for blanketing into 
OASI the presently excluded retired aged?! Out of 
the excess of current income over current outgo, a 
spokesman for the Chamber explains, including the 
additional current income that would accrue from 
extending coverage to the more than 10 million 
workers now excluded from OASI protection. Exten- 
sion of coverage is an integral part of the Chamber’s 
proposals. Should the OASI contribution rate, he 
points out, increase according to schedule on January 
1, 1954 (to 2% each of employer and employee), ac- 
tuarial expectations even under present incomplete 


1For a discussion of “blanketing-in” and other current issues in 
OASI, see “Social Security Reappraised,” The Business Record, 
June, 1953. Reprints are available upon request. 
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coverage are for income to top outgo during 1954 by 
$2.1 billion. A flat monthly benefit of $25 for 5 million 
persons would cost $1.5 billion a year; a benefit of 
$35 would cost just $2.1 billion.? 


Canadian Pension Scheme in the Red 


Old-age pensions in Canada have consistently cost 
more than the government has collected from the spe- 
cial taxes which are meant to pay for them. A deficit 
was anticipated for the first year of operation, but it 
had been hoped that once the revenue from all three 
tax sources started coming in, it would come close to 
meeting costs. The first two months of the fiscal year 
beginning April 1, 1953, however, indicate that this 
was just wishful thinking. 

The old-age pension program in Canada, which 
became effective on January 1, 1952, and pays to all 
persons seventy years of age or over a flat monthly 
benefit of $40, is financed from a 2% corporate profits 
tax, a 2% personal income tax (up to a limit of $60 
per person per year) and a 2% sales tax.? During the 
fiscal year ended March $1, 1953, receipts came to 
$224 million, almost $100 million behind expenditures 
of $323 million. April and May have added $10.5 
million to the deficit—pension payments were $55.8 
million and the total tax yield only $45.1 million 
($8.8 million, $17.6 million, and $18.7 million, respec- 
tively, from the three sources listed above). 

If income and outgo under the program continue at 
present rates, Canada is going to need something 
stronger than the 2-2-2 formula to meet its pen- 
sion cost headache. 


Welfare State Cost Worries New Zealand 


The high cost of welfare programs in New Zealand 
—they now absorb half of all taxation—is causing 
concern. 

A complete “cradle to grave” social security sys- 
tem was created during the fourteen years of Labor 
rule which started in 1935, and has been maintained by 
the succeeding administration in the four years since. 
But the Minister of Social Welfare, Mrs. Hilda Ross, 
thinks that the time has come for a review of welfare- 
state objectives. 

“Too many people are getting help from the state 
who are well able to fend for themselves,” she de- 
clares. “Some people think the state should be a kind 
of all-providing father, arranging for everyone their 


1If the increase in the contribution rate from 114% to 2% is post- 
poned in accordance with President Eisenhower’s recommendation 
to Congress on May 20, 1953, however, the excess of income over 
outgo for 1954 would be about $900 million. This would not be 
enough to meet the costs of blanketing-in during the first year, 
unless other aspects of the program are also revised. Extension of 
coverage advocated by the Chamber would result in increased 
income. 


*For a description of Canadian income programs for the aged, 


“More Social Security for Canada,” The Business Record, April, 
2. 


wages, jobs and houses. That is not my idea of a 
welfare state at all. I think the state should come to 
the aid of those who are in distress and who are genu- 
inely unable to help themselves, and I believe the help 
given should be the greatest degree possible.” 

Tur ConFrerEeNce Boarp wrote to Mrs. Ross to ask 
for a statement directly from her. She replied that 
what she had to say about the welfare state had been 
very well reported in The New York Times of June 14, 
from which the sentences quoted have been taken, 
and that there was nothing she could add. 


New Long-range Cost Estimates for OASI 


Completely new long-range cost projections for the 
old-age and survivors’ insurance program under pres- 
ent statutory provisions have recently been prepared 
by the Office of the Actuary, Social Security Adminis- 
tration. These estimates are shown in the following 
table, in terms of percentage of taxable payroll: 


High-employment Assumptions|Low-employment Assumptions 


Fs 
o 
= 
wR 
o 


zg 
ey 
z 


1956 AK. ok 3.3 3.3 3.8 3.5 
1960 25h Ree 4.4 4.4 5.0 4.7 
TOGO ie erste ers 5.7 5.6 6.3 5.9 
BOSONS cones 7.0 6.6 7.6 has 
1990.2. 2.02 Fae. 8.2 7.2 8.9 8.0 
LOO = aaferi ee seas 8.4 7.0 9.3 8.1 
Level-premium 

Coste Sar eek 7.6 6.3 8.4 7.3 


1For benefit payments after 1952: based on 214% interest, takes into account 
accumulated funds at the beginning of period and future administrative expenses, 
and assumes that after the year 2050, benefit payments and taxable payroll are level. 

Under pay-as-you-go financing, joint employer-em- 
ployee contributions would have to approximate the 
percentages shown here. These amounts supersede the 
estimated pay-as-you-go contributions which appeared 
in the article, “Social Security Reappraised,” in The 
Business Record of June, 1953. 

The new estimates take into account the consider- 
able change in economic conditions during the past 
few years and the additional actuarial and statistical 
data available from the program’s operations and 
from the 1950 Census. 

The projections based on conditions of high employ- 
ment assume levels somewhat below those prevailing 
at the end of 1952; the projections based on condi- 
tions of low employment assume levels roughly mid- 
way between the high-employment assumptions and 
the levels prevailing in 1940-1941, just before the start 
of World War II. The high-cost and low-cost esti- 
mates under both assumptions are based on possible 
variations in fertility rates, mortality rates, retire- 
ment rates, remarriage rates, etc. The intermediate 
cost estimates are simply an average of the low-cost 
and high-cost estimates. They are not intended to 
represent “most probable” figures but to serve as a 
convenient set of figures.—M. C. 
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Billions of dollars Federal Finances 


FEDERAL Acer 


EXPENDITURE 


BUDGET RECEIPTS 


DEFENSE EXPENDITURES 
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Sources: Treasury Department; The Conference Board 


SELECTED BUSINESS INDICATORS 


1953 1952 Percentage Change 


Item Unit | ‘ Latest Month | Latest Month 
Junep May April June over over 
Month Ago Year Ago 
Production and Business Activity— 

Industrial production, total (S)............ 1935-39 =100 241 |r 240 241 204 +0.4 +18.1 
pric poods OS) SE Se er hens een 2a 1935-39 = 100 321 |r 321 326 247 0 +30.0 
Nondurable goods (S)..................- 1935-39 = 100 199 |r 199 198 186 0 tO 
EVineralen(S peter hae Aen sts re iciale. «, cae oie 1935-39 = 100 170 |r 166 164 147 +2.4 +15.6 

Consumer durables (S)!................... 1947-49 = 100 145 144 148 108 On +34.3 

Machinetools*: cartes wehis des cate «(ho 2.2 1945-47 = 100 341.1 |r 356.4 72.7 330.8 —4.3 +3.1 

Construction contracts awarded, residential 4] million dollars 463 638 674 582 —27 4 —20.4 

Construction contracts awarded, other’..... tuillion dollars 652 968 1,068 907 —32.6 — 291 

sietaibsales (S).G5.. .. ocs5000. ans iw oa. million dollars 14,505 |r 14,450 |r 14,269 14,014 +0.4 +3.5 

Retail inventories (S)*.................... million dollars n.@. 21,739 |r 21,656 20,069 +0.4 +8.3 

Department store sales (S)................ 1947-49 = 100 114 |r 115 107 111 -0.9 +2.7 

Department store inventories (S)4.......... 1947-49 = 100 n.a 129 126 117%a +2.4 +10.3 

Manufacturing sales (S)................05- million dollars n.a. 26,314 |r 26,838 23,247 -2.0 +13.2 

Manufacturing inventories (S)*............ million dollars n.a. 45,048 |r 44,574 43,144 41.1 +4.4 

Manufacturing new orders (S)............. million dollars n.a 25,747 |r 25,708 22,748 +0.2 +13.2 

Manufacturing unfilled orders*............. million dollars n.a@. 71,604 |r 72,432 69,230 -1.1 +3.4 

Carloadings, total®......................- thousand cars 791 776 748 643 +1.9 +23.0 

Carloadings, miscellaneous®................ thousand cars 383 384 388 322 0.3 +18.9 

Prices, Wages, Employment— 
Basic commodity prices®.................. 1947-49 = 100 87.2 88.1 88.0 97.1 -1.0 -10.2 
Wholesale commodity prices, all........... 1947-49 = 100 109.4 109.8 109.4 111.2 -0.4 -1.6 
AUNT Pe epee heli coat oars alia eice ol ove Siem bale rapes) «4 as 1947-49 = 100 95.3 |r 97.8 97.3 107.2 —2.6 -11.1 
Industrial ewe asc Pitts, dees slain setae hs 1947-49 = 100 113.8 |r 113.6 113.2 112.6 +0.2 +1.1 

Consumers’ price index..................- 1947-49 =100 114.5 114.0 113.7 113.4 +0.4 +1.0 

Farm parity price ratio................... 1910-14 = 100 94 94 93 102 0 -7.8 

Non-agricultural employment.............. thousands 55,246 55,268 55,158 54,402 s +1.6 

Unemployment...............-2..-0200e- thousands 1,562 1,306 1,582 1,818 +19.6 -14,.1 

Factory employment (R).................. thousands 13,820 |r 13,718 |r 138,762 12,476 +0.7 +10.8 

Average weekly hours worked, manuf’ing (R)]| number 40.7 |r 40.7 40.8 40.5 0 +0.5 

Average hourly earnings, manufacturing (R).|| dollars Laie 1.76 12%6 1.65 +0.6 +7.3 

Personal income (S)7.............-.+2ee00: billion dollars n.a. 283.8 |r 282.7 266.2 +0.4 +6.6 

Finance and Government— 

Bank debits, outside New York City (R)8...|| million dollars 63,675 |r 59,637 |r 60,961 57,068 +6.8 +11.6 

Business loans (R)®...........-- 02-000 million dollars 22,801 23,006 23,228 20,795 -0.9 +9.6 

Consumer instalment credit outstanding (R)4| million dollars n.a. 20,085 |r 19,656 15,308 +2.2 +31.2 

Privately held money supply!.............. billion dollars n.@. 192.1 192.2 184.4 =0.1 +4.2 

Federal budget receipts..................- million dollars 9,744 4,380 2,849 9,796 +122.5 -0.5 

Federal budget expenditures............... million dollars 7,988 6,241 6,362 6,930 +28.0 +15.3 

Defense expenditures............-.....4-. mnillion dollars 4,587 4,215 4,470 4,009 +8.8 +14.4 

Federal budget surplus or deficit, cumulative] million dollars -9,389 —11,145 9,284 —4,017 ie sed 

S Adjusted for seasonal variation 7Annual rate *Less than 0.05 pcr cent 

10Output of major consumer durables 8338 centers R Employment, hours, and earnings series have been adjusted to Ist quarter 
2Shipments 9Average of Wednesday figures 1951 bench-mark levels. Bank debits coverage has been expanded and debits to U. S. 
387 eastern states 10From July 1 to end of month indicated government accounts and to time deposit accounts have been eliminated. Business 
4End of month aMay, 1952 loans coverage has been expanded. Consumer credit data have been expanded and 
SAverage week] n.a.Not available revised. All series are not comparable to earlier data shown. 


6Average of 22 daily spot market prices pPreliminary 
Sources: Association of American Railroads; Bureau of Agricultural Economics; Bureau of Labor Statistics; Department of Commerce; F. W. Dodge Corp.; Federal Reserve 
National Machine Tool Builders Association; Treasury Department; Tam ConrrrENce Boarp 
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Executives Say: 


“Capacity Is About Right” 


(See page 319 for summary story; below for industry-by-industry reports) 


METAL INDUSTRIES 
Automobiles and Equipment 


Seven out of eleven cooperating producers of auto- 
mobiles and automotive equipment consider industry 
capacity for their major product lines “in bounds 
with demand.” One company feels that capacity “is 
a little short” in relation to demand but a “normal 
balance will be reached within the next few months 
since demand appears headed downward.” Three 
other cooperating companies report capacity “high” 
and “far in excess” of demand. 

While one company makes mention of “plans to 
retire a small number of older plants by some of the 
other members of the industry,” the other ten com- 
panies report no plans in sight to retire capacity. 
Rather, in one company “development work is being 
carried forward actively on new products to utilize 
capacity which would ultimately become available if 
demand should decrease.” 

One company reports that its “capital expenditure 
program will reach a temporary stopping point at the 
end of 1953.” All other producers say that “no 
significant changes are anticipated in our capital ex- 
penditure program” by year end. 

Eight out of ten cooperating automobile and auto- 
motive equipment producers will spend more in 1953 
on capital programs than in 1952, and two expect to 
spend about the same sums as in 1952. Some hefty 
boosts in 1953 capital expenditures are mentioned: 
“about four and one-half times as much as in 1952” 
for one company, “two and one-half times” and 
“double” 1952 expenditures in two other instances. 

A definite slackening off in capital expenditures in 
1954 is expected by the majority of reporting com- 
panies, six out of ten indicating their 1954 capital 
spending will be “a very small percentage of what 
they were in 1953,” “less,” “one half,” “50% to 60%,” 
“approximately 75%” and “substantially under” the 
1953 levels. On the other hand, two cooperators pre- 
dict “capital expenditures during 1954 will be more 
than twice 1953 levels” and “10% higher,” respec- 
tively. Two other companies expect to spend about 
the same amount on their capital program in 1954 
as in 1953. 

It is the unanimous opinion of the eleven cooperat- 
ing automotive firms that “the increased interest costs 
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of borrowed money will not represent a serious factor” 
in their capital spending. Three report they had al- 
ready obtained the necessary capital “some time be- 
fore the recent increase in interest rates went into 
effect,” whereas other executives expect to obtain the 
funds necessary to finance their scheduled 1953-1954 
capital expenditures from “retained earnings,” “earn- 
ings plus bank borrowings presently available through 
a stand-by loan agreement,” “earnings and bank loans” 
and “appreciation and amortization charges in large 
part and the balance from retained earnings.” 


Electrical Appliances, Supplies and Machinery 


Five out of ten producers of electrical appliances, 
supplies and machinery cooperating in this survey con- 
sider that their industries’ capacity is “in line” with 
current demand or “adequate.” One company finds 
industry capacity in one of its major product lines 
“in excess of demand because many producers do not 
have adequate distribution setups,” and “adequate” 
in another line. An additional three companies report 
as follows: “our industry has overexpanded and has 
overestimated the demand for our type of product”; 
“shipments have exceeded incoming orders for the 
past eleven months and the backlog is now coming 
to a point where some capacity must be retired”; and 
that “the current demand for our major product line 
is probably one fourth of the industry capacity. This, 
however, is not unusual since demand varies consider- 
ably by seasons.” 

With the single exception noted above, the cooperat- 
ing companies do not “visualize any appreciable re- 
tirement of capacity in the near future.” 

Only two out of eleven reporting producers antici- 
pate making any significant change in their capital 
programs by the end of 1953. In one case “there will 
be a slowing in our capital expansion program if the 
excess-profits tax is not allowed to expire.” Another 
executive reports: 


“We have been looking for ways to trim capital expen- 
ditures. Although demand is great, we are trying to in- 
crease output of existing facilities rather than add new 
facilities at this time.” 


Four out of seven companies reporting indicate 
1953 capital expenditures when compared with those 
of 1952 will be “three times as great,” “substantially 
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larger,” “70% greater,’ and “somewhat in excess.” 

Two companies expect their 1953 capital expendi- 
tures to be “about 30% of the total spent in 1952” 
and “not quite as great” as in 1952, while one com- 
pany expects to spend about the same as last year. 

Commenting on the outlook for capital expenditures 
in 1954, three executives feel they will decline from 
the 1953 figure, in one case by two thirds, and in 
another by about 6%. One company official feels his 
company’s “1954 expenditures will be substantially 
larger,” while two others figure their 1954 capital 
programs will be about the same as this year’s. 

“We are committed to the present capital expendi- 
ture program notwithstanding the recent rise in in- 
terest rates,” report eight out of ten producers of 
electrical appliances, supplies and machinery. Two 
other executives have this to say: “Interest rates do 
not bother us, but the tight money situation does.” 

“The recent rise in interest rates will not have any 
significant effect on our present capital program. 
However, it would make a material deterrent to our 
acquiring new capital facilities of a major nature or 
making plans for new additions.” 

Three companies intend to finance their 1953-1954 
capital expenditures “by the reinvestment of earn- 
ings” solely; one company says its capital program will 
be “financed about half by depreciation funds and 
the balance from retained earnings”; another execu- 
tive indicates “funds will probably come from long- 
term loans.” One company “had intended to use the 
amount that would have accrued to us by the lapsing 
of the excess-profits tax.” “Our surplus account” is 
the source of capital expansion money for another 
cooperator. 


Hardware 


“A normal balance” between capacity and demand 
is reported by three out of four hardware manufac- 
turers, the remaining cooperator stating that “total 
industry capacity for our company’s major product 
lines is considerably above current demand, and I do 
not believe that this situation will change in the fore- 
seeable future.” However, none of the companies 
replying have “any plans for retiring capacity, nor 
know of any others in our industry that are so plan- 
_ ning.” 

While one company expects “increased capital] ex- 
penditures in 1953,” three others say their 1953 capi- 
tal expenditures will be below those in 1952, “sub- 
stantially” in one case, “slightly,” in another. In one 
company, “capital expenditure has decreased since 
1951 and the trend will continue so for some indefinite 
time.” One cooperator expects little change in his 
company’s 1953 capital spending. With regard to 
planned 1954 capital expenditures, one company ex- 
pects to spend more than in 1953, another “slightly 
less.” 
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None of the cooperating companies expect to be 
affected by the rise in interest rates. One company 
reports: “We had completed arrangements for a loan 
just before the interest rates were increased. The 
source of our funds was the banks and insurance com- 
panies.” Three other hardware producers answer that 
they expect to finance their 1953-1954 capital pro- 
grams from “retained earnings.” 


Heating and Plumbing 


Industry capacity is not excessive in relation to 
current demand, according to the replies of six pro- 
ducers of heating and plumbing supplies. In fact, one 
executive reports: “Our industry’s capacity has, for 
some time, actually been behind industry needs, and, 
as a result, has developed some bad practices of over- 
time.” 

While none of the cooperating companies expect to 
retire capacity in the near future, one producer indi- 
cates: 


“There has been some elimination of competitors, and 
the conversion of plants to other uses. Our company did, 
in 1952, retire one plant which was sold and converted 
into warehousing facilities.” 


“We do not anticipate any significant change in 
our capital expenditure program by the year end,” is 
the unanimous report of these companies. Capital 
expenditures in 1953 will be greater than in 1952 in 
two cooperating companies, “twice as much,” and 
“85% more,” respectively; lower in two other com- 
panies by “10% to 15%” and 40%; and “almost iden- 
tical” in a fifth firm. 

Of three producers commenting on their probable 
1954 capital expenditures, two expect declines from 
1953: “I think 1954 would tend to be less rather than 
more,” as one executive puts it; in the second case, 
“1954 expenditures will be decidedly less (50%) than 
in the current year.” The third cooperator indicates 
little change in his capital spending plans for 1954. 

None of the six producers of heating and plumbing 
supplies see the recent rise in interest rates as having 
much effect on the capital programs for 1953-1954. 
One executive says that higher interest rates “will 
increase the cost” but feels that “actually the cur- 
rent shortage of long-term capital funds is a more 
important factor.” Four companies expect to finance 
their 1953-1954 capital programs from “retained earn- 
ings,” one company is using “bank loans,” and one 
firm will draw upon “working capital and allowances 
for depreciation.” 


Industrial Machinery—General 


Three producers of general industrial machinery 
report that while “industry capacity for our com- 
pany’s major product lines is somewhat in excess of 
current demand” it is not “out of line,’ hence no 
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plans are being made to retire capacity. One execu- 
tive writes that “in fact, we need more capacity.” 

None of the cooperating companies feel they will 
make any changes in their capital programs between 
now and year end; in the words of one company 
official: “generally our program was finalized late last 
year, and we are going through with it.” Capital 
expenditures in 1953 will exceed those in 1952 by 
“50%” in one company and “25%” in another. A 
third producer, whose “capital expenditures in 1952 
were trifling,” reports that “in 1953 they will be in 
the order of 10% of our plant.” On the other hand, one 
executive writes: 


“We made large capital expenditures with the building 
of a new plant in 1951 and 1952, and this program is 
about at an end. We feel that our 1953 capital expendi- 
tures will be drastically below those of 1952.” 


As for 1954 capital expenditure plans, one company 
feels that its “1954 expenditures will be on the order 
of 50% (or less) of 1953 expenditures”; a second 
cooperator indicates that “no decisions have been 
made for 1954, but if our backlog of business holds 
up, we will probably spend about as much as we did 
in 1953.” 

All four cooperators flatly state that “the rise in 
interest rates will have no effect on our capital pro- 
gram.” In two instances, the present capital program 
“was financed two years ago.” The planned 1953- 
1954 capital spending will be financed out of “earn- 
ings,” “depreciation allowances, loans already in 
existence and current earnings,” and from “funds on 
hand.” 


Industrial Machinery—Specialized 


Overcapacity is not a problem, according to eight 
out of eleven cooperating producers of specialized 
industrial machinery. However, two producers of 
textile machinery report that industry capacity for 
their major product lines is “about one third greater 
than that needed for current demand” and “very 
much in excess of demand.” 

One executive reports: 


“In some important items of our line, our own manu- 
facturing capacity is insufficient to supply the demand. 
However, there appears to be a substantial overcapacity 
among competitors for one of our lines and we anticipate 
this excess capacity will not be balanced for some con- 
siderable time.” 

Except for two textile machinery manufacturers 
who think it “quite conceivable that capacity to pro- 
duce textile machinery will be retired or shifted to 
the production of something else in the more-or-less 
near future,’ no companies report any intentions of 
retiring capacity. 

Two companies report having revised their capital 
programs in 1953 or planning to do so. One executive 


states: “We are seriously considering erection of an 
addition to our plant to house our general officers, 
sales office, and engineering department. If these 
plans go through, it would represent a significant 
change in the capital expenditure program during 
this year and the first part of 1954.” The second 
company reports that its “capital expenditure pro- 
gram has been substantially reduced from the original 
amount scheduled.” 

Three producers expect to spend more on their 
capital programs in 1953 than in 1952, more than 
double the amount in one case, “greater” and “slightly” 
in excess in two others. Three other companies plan 
reduced capital expenditures in 1953, lower by as 
much as 45% in one instance. Writes one executive: 


“Capital expenditures have been markedly curtailed in 
our company because of the very poor business that we 
have been experiencing. Capital expenditures this year 
will be rather materially less than those made for 1952.” 


Four other companies expect that “expenditures in 
1953 will not be notably different from those in 1952.” 

None of the reporting producers of specialized indus- 
trial machinery think their 1954 capital expenditures 
will be any higher than in 1953. Six companies expect 
to spend about the same amount as in 1953, while 
four cooperators indicate capital expenditures will be 
“less,” by “20%” and 50% in two instances. 

One producer reports that “if the higher interest 
rates now prevailing continue for several years, they 
will make it more difficult for us to rebuild a portion 
of our old plant.” All the other reporting companies 
do not expect higher interest to affect their capital 
programs. Probable sources of funds for capital ex- 
penditures will be “from profits, probably the sale 
of some stock, and perhaps some borrowing,” “depre- 
ciation and retained earnings” (three companies), 
“earnings” (two companies), “bank or insurance 
loans,” and “cash on hand.” 


Instruments and Controls 


Four instrument and controls manufacturers re- 
port that they see no evidence of “overexpanded 
capacity in relation to demand,” and no capacity re- 
tirements are contemplated. One executive indicates: 


“The total industry capacity for our company’s major 
product lines is below current demands. In our case, it is 
due to approximately 30% of our capacity being used to 
fill government orders. We expect our capacity to be 
adequate to meet current demands on or about June, 
1954.” 


None of the cooperating companies expect to revise 
their capital programs by year end. Three out of the 
five reporting producers expect to spend only about 
one half as much this year for capital projects as in 
1952. According to one company official: 
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Anticipated Uses of Capital Expenditures 


Per Cent of Total 


Companies 


Metal Industries 


Automobiles and equip- 
ment 


Electrical appliances and 
supplies 
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Industrial machinery, 
general 


Industrial machinery, 
specialized 


trols 


AUGUST, 1953 


SS ee 


54 
50 


15 
v 
50 
15 


50 


50 
80 


19538 
Re- General 
place- Mod- 
ment erniza- 
of Ob- tion and 
solete In- 
Capac- prove- 
ity ment 
v v 
18 ll 
She 20 
20 ie 
25 
e120 
835 40 
25 15 
20 25 
3314 : 
Vv ee 
6634 
v v 
6636 
19 39 
voy 
50 50 
$1 15 
sc 50 
50 50 
pee 
40 60 
“ Vv 
voy 
50 50 
50 85 
ae Vv 
ise Vv 
15 25 
50 
85 
50 
50 50 
ae v 
Vv 
Vv Vv 
45 25 
v Vv 
40 80 
“ys Vv 
35 15 
50 30 
dus 45 
had 50 
10 10 
3344 6624 
Vv Vv 
bi Vv 


80 


1954 
Re- General 
place- Mod- New 
ment erniza- Companies Capac- 
of Ob- tion and ity 
solete In- Addi- 
Capac- prove- tions 
ity ment 
Machine tools 
ye Seti it Ses 25 
a Bi oeiies cin ee rete 50 
SOME Streit ce errgririeresere cers mM 
50 i Dhar ae ieee ee 50 
ne. ne. Nea rae ce nr. 
ae ar Oe untngh ars Be eg En + 
Pec “ae Ot aoisad. os opine cgi 50 
= an Nonferrous metals 
ig 100 AGA 5. hehe ane ee §. 
50 Bia See ee. £ 15 
eS So CaS. ae Seon a4 25 
25 Ab Office equipment F 
Railroad equipment 
ARs Rees ee io 25 
834. a ee 50 
nr. nr. Ce SO Ae cae ~~ 
. v iB Roe Oe Sara m 
*- a fee eet oan 50 
v v Steel 
nT. nr. Ata stoner tr Rot nerteoustonsecre 30 
22 42 Bete eee Q5 
Cae eee ae res 
nr ne. DS: te aN eo) s 48 Beak 20 
ead coven. Aes 
50 50 i SA RRA 3. CURR Lae 
v ] |) Cradlve eames date 6624 
Miscellaneous metals 
nr nr PASSA Sess seeks he 50 
nr nT, Up Ae ee ee ss 
Costs SERS rae Oe V 
nf. nr y IGANER. eae one is 
Ti has jn eatgebi spe sat “s 
7 4 Ge Oe cee 
nr. ner. ar 
50 50 IH ee Art esa 54 
Le 2. Se ey bene 50 
50 35 dere ey OLS RS uF 
ry Vv Nonmetal Industries 
me Vv Buildi ‘al 
nr. nr. uiulding materials 
Wey awe / Neat eretenehtin, Babrsane 40 
85 a tee cotta. ote 82 
CU ae eee bes 
4 SOT ieveyehdleke ssnobekn< 5s 50 
een iets tester 57 
15 TE RO Ee 45 
okey Cer age eg i 
: ‘i Chemicals 
Ae or een: Mok 80 
1 ee oe ae oe 100 
( Gait es Poe eee os 50-65 
Vv v De: Bee 85 
45 25 ic eee. abet 100 
Vv v Her Gyre Geta ras Ss 
40 45 ey nrtilaret IA PRS 50 
he Vv Food 
nr nr. TNE 3. et FS Pe Ee 2 
nr nr Barwa eee ce 25 
nr nr Co ER: eRe se: 40 
+. : Drtetio tothe tak no 
5 D8 ea ee aa oelg, aster cee 75 
By Opie a en ee ores 30 
a. V Gala eee at 
10 10 Eee ey Merah: 10 
3314 6624 | Re tes SAP Eis ee ier aaa - 
os 100 LS ee se ak a 5 
7 V LSE ee ce ee 10 
333 


1953 
Re- General 
place- od- 
ment erniza- 
of Ob- tion and 
solete In- 
Capac- prove- 
ity ment 
70 5 
25 25 
50 Ae 
nT. n.7. 
Vv Vv 
50 
Vv v 
15 70 
50 25 
10 15 
15 5 
25 25 
20 80 
95 15 
15 35 
20 50 
sire 15 
60 40 
a 80 
v Vv 
25 
3314 
50 
15 85 
Or 100 
20 80 
Vv v 
50 50 
$1 15 
we 50 
50 50 
32 28 
13 5 
A aeeity 
50 aa 
43 
17 38 
Voy 
20 
.. 80-45 
8 7 
100 38 
ae 50 
50 50 
ate 15 
40 20 
Vv v 
10 15 
52 18 
Vv Vv 
60 30 
100 a 
ee 
90 


25 


nr. 


1954 
Re- General 
place- Mod- 
ment erniza- 
of Ob- tion and 
solete In- 
Capac- prove- 
ity ment 
70 5 
as 100 
nr. nT. 
v Vv 
Vv V 
Vv Vv 
Vv ae 
Vv Vv 
Vv —_ a - 
50 25 
100 
15 sia 
nT, nT. 
20 80 
25 15 
Vv v 
n.?. nr 
Rr. nr 
nr. nr 
40 80 
n.T. nN.?. 
Vv Vv 
Vv Vv 
nT. nr 
nN? nur 
n.?. n.7r 
ah 100 
nT. nN.T. 
Vv Vv 
50 50 
67 33 
nT nr 
nr n.? 
$2 98 
25 25 
Vv Vv 
1T. n1.7. 
43 
n.?t. nN.?T. 
Vv Vv 
20 
S 30-45 
8 7 
n.7. n.T. 
che 50 
50 50 
we 15 
40 20 
n.T. nr. 
nr. nT. 
Nr. n.T. 
Vv Vv 
nN.7. nr. 
nT. n.?. 
Vv Vv 
70 


334 


Anticipated Uses of Capital Expenditures (Continued) 
Per Cent of Total 
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“Our capital expenditures are being reduced substan- 
tially compared with the past several years. We do not 
plan on additional buildings, although there will be a con- 
tinual program of capital expenditures for tools for new 
models, and also for machine tools and special equip- 
ment, having as their primary objective the reduction of 
labor cost in manufacture.” 


Another company’s “1953 capital expenditures will 
probably be down to around 50% of 1952 expendi- 
tures, largely because of a real estate purchase in 
the earlier period.” 

Two other companies will spend more in 1953 than 
in 1952, “25%” more in one instance. The second com- 
pany indicates that while “total 1953 capital expendi- 
tures have been larger than in 1952, by the end of 
this year our present limited capital expenditure pro- 
gram will be significantly curtailed.” 

In three companies, 1954 capital expenditures “will 
remain about the same” as in 1953, while two com- 
panies feel they will be “significantly curtailed” and 
“substantially less” than this year’s. 

Higher interest rates have not had any effect on 
the five reporting producers’ capital programs, al- 
though in one company it will “definitely delay” its 
plans for converting short-term into long-term 
capital.” “Depreciation and retained earnings,” “large 
depreciation reserves” and “company cash” are men- 
tioned as means of financing 1953-1954 capital spend- 
ing. 


Machine Tools 


A typical response among eight machine-tool 
builders commenting on industry capacity reads: 
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n.r.Not reported. - 
Check mark (,/) indicates direction of expenditure, but not amount. 


“This industry is traditionally a feast-or-famine indus- 
try, and there will be times in the future when demand is 
much below the industry’s capacities. But I do not be- 
lieve that present capacity is excessive for peak demand 
in normal times.” 


While none of the cooperating companies report 
any plans for retiring capacity, one executive says: 
“Tn case of a downward turn in demand, I believe any 
excess capacity would be retained and covered, if 
possible, by other products.” 

Capital spending plans are pretty well fixed for 
the remainder of this year at least, according to the 
replies of eight machine-tool companies. One pro- 
ducer expects that 1953 capital expenditures “will 
be between two and three times those for 1952,” and 
another company “will have completed a major plant 
addition during the year which will cause a consider- 
ably larger capital expenditure than in 1952.” But 
four other companies expect to spend less in 1954 than 
a year ago. In one company, “capital expenditures 
will be probably less than 25% of those in 1952”; 
and “40% to 45% of 1952” is the figure mentioned by 
a second company. 

As for 1954 capital programs, one company expects 
to spend “double” the 1953 amount, as opposed to 
three companies which indicate that their capital 
spending will decline in 1954—in one instance, “to 
less than one half of that for the present year.” One 
company reports “capital expenditures will continue at 
about the 1953 rate through 1954.” 


Higher interest rates will not influence one co- 
operating producer’s capital program, “as we are well 
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financed and can pay cash for any new equipment we 
require,” 
Another executive explains: 


“Our capital program is pretty well set for the next 
few years at established rates. The source of capital funds 
is through loans made in 1952. No additional capital pro- 
gram is contemplated.” 


The remaining producers indicate that “adequate 
funds from within the company will be available for 
financing expenditures during 1953 and 1954,” “depre- 
ciation reserves and retained earnings” being men- 
tioned most frequently. 


Nonferrous Metals 


The three cooperating manufacturers of nonferrous 
metal products agree that their industry’s capacity 
is “not vastly out of line with the present demand.” 
While none of the three producers expect to retire 
any capacity in the near future, one executive notes: 


“There is old capacity in our industry that should be 
retired. However, because of the peak volume which the 
industry has been experiencing, all of this old capacity 
has been kept in service. I do not believe there will be 
much of it retired until vigorous competition sets in.” 


All three producers will spend more in 1953 on 
their capital programs than in 1952, increases of 
“over 100%,” “50%” and “about 10%” being men- 
tioned. Capital expenditures in 1954 will taper off 
somewhat with these three producers each expecting 
to spend less than in 1953. 

“Higher interest rates have not affected our pro- 
gram,” is the report from all three companies. Their 
probable source of funds “will be from current depre- 
ciation” in one case, and “from retained earnings and 
depreciation,” in the other two. 


Office Equipment 


Two producers of office equipment report that 
“capacity is not seriously out of line with current 
demand,” although one producer adds that “the 
industry is highly competitive.” A third executive 
says: 


“Due to expansion on the part of the established manu- 
facturers of metal office furniture and the entry of a 
number of new firms into this business, the industry has 
more capacity than is needed to handle present normal 
sales. 

“The expectancy is that, owing to the highly competi- 
tive situation, some of the newer companies will convert 
to other lines of endeavor. Also the established manufac- 
turers who find themselves with excess capacity will en- 
deavor to broaden the scope of products which they man- 
ufacture.” 


No changes in capital spending plans are expected 
by year end, say two companies. 
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According to one company: 


“After the war we undertook a major capital improve- 
ment program. That has been completed, and we are now 
operating on a steady tool and equipment budget. Our 
present program is a constant one, directed in the main 
towards the development of new products.” 


The second company expects to spend about the 
same amount in 1953 as in 1952 for capital projects. 
In 1954, however, capital expenditures will be sub- 
stantially less. Neither producer expects to “borrow 
funds,” so that higher interest rates will have no effect 
on 1953-1954 capital programs. 


Railroad Equipment 


The consensus of five cooperating railroad equip- 
ment producers is that the industry’s capacity “is 
not seriously out of line with the current demand.” 
In one company, “whatever adjustment in capacity 
had to be made was completed two years ago.” All 
five companies “have no plans for retiring capacity 
in the near future.” 

One executive reports: 


“Our capital expenditures program for the current year 
was established at the start of our present fiscal year, 
March 1, 1953. Our present thinking is to increase these 
expenditures if our volume of business will justify it.” 


Otherwise, no change in capital expenditure plans is 
contemplated by year end by any of the reporting 
producers. 

Some sizable increases in 1953 capital expenditures 
over 1952 levels are reported by two companies. In 
one case, spending will be “approximately three times 
the 1952 amount”; in the other, capital expenditures 
will be “100% higher.”” One company expects to spend 
less this year than in 1952 when “some new additions 
to capacity” were made; and two companies plan to 
spend about the same amount this year as they did 
in 1952. 

Two companies indicate that “capital expenditures 
in 1954 will not be so high as 1953”—about “60% 
to 70%” of the 1953 figure in one case. Three others 
expect 1954 capital expenditures to be maintained at 
the 1953 rate. 


None of the five cooperating producers expect to 
change their 1953-1954 capital programs because of 
higher interest rates. “We were borrowers in 1952,” 
explains one executive. The five railroad equipment 
producers expect to finance their capital programs 
from “earnings and depreciation” exclusively. 


Steel 


The general impression obtained from the replies 
of nine steel producers is that “total capacity in our 
company’s major product lines is pretty much in 
balance with current demand.” While three steel ex- 
ecutives report “some tightness in certain items,” 
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the expectation is that “by year end, a normal bal- 
ance between supply and demand will have been at- 
tained for practically all steel products.” According 
to one steel executive: 


“This balance is being achieved through two factors; 
firstly, the sizable additions to capacity in the steel in- 
dustry that have come into existence during the postwar 
period; and secondly, to the filling of pent-up demand re- 
sulting from the less-than-normal quantities of steel avail- 
able for civilian consumption during the war and postwar 
period.” 


However, in some product lines, industry capacity 
is well in excess of current demand, “oil-well drilling 
and producing equipment” and “wire rope” being two 
cases in point. 

While only one producer reports “some capacity has 
been retired,” three other cooperating companies be- 
lieve that “with the return of competitive conditions, 
some marginal facilities will pass out of the picture.” 
One company official indicates that it has “a very 
small amount of old capacity still operating, and 
this will be the first to go down as demand recedes.” 

None of the cooperating companies expect to revise 
their present capital expenditure programs between 
now and year end. Six out of the eight steel producers 
responding plan to spend less on capital projects in 
1953 than in 1952, declines of 80%, 66-2/3%, “30%,” 
“93%,” “15%,” and “6%” being mentioned. Two of 
these six producers further indicate that their “large 
expansion program is about completed.” On the 
other hand, two companies say their “1953 capital 
expenditures will be in excess of 1952,” by 12% in 
one case. 

Still further cuts in capital expenditures are in 
store for 1954, when spending in six cooperating steel 
companies will be “less” than in 1953 by “50%,” 
“about 35%,” “30%,” “25% to 30%” and “roughly 
20%.” Two companies expect to spend about the 
same amounts as in 1953. 

“The rise in interest rates has no particular signifi- 
cance” with respect to the nine reporting companies’ 
capital programs because (1) “the major financing 
was completed before the rates rose”; or (2) 1953- 
1954 capital programs are being financed from “re- 
tained earnings and depreciation, amortization and 
depletion charges,” “depreciation reserve and profit 
plow-back,” “working capital” and “present and past 
earnings.” 


Miscellaneous Metals 


Overcapacity is not a problem, according to ten 
cooperating producers of miscellaneous metal prod- 
ucts. Eight companies indicate that “industry 
capacity is sufficient to take care of demands in our 
line”; and two others find capacity inadequate to 
supply immediate demands of consumers in one or 


more of their major product lines. No permanent re- 
tiring of capacity is reported, with the possible excep- 
tion of one company where retirement of “facilities for 
grey iron” is more “a matter of advances in technology 
than the result of overexpansion.” 

Capital expenditure plans are set at least for the 
remainder of 1953, according to the responding com- 
panies. Three companies out of nine report “we will 
increase capital expenditures in 1953” over 1952, 
one “slightly” and one by “93%.” One producer 
reports that “our 1953 capital expenditures will be 
considerably under 1952 in which period we were still 
expanding.” Another says: 


“Our program for capital expenditures will be substan- 
tially completed by the end of 1953. Our capital expendi- 
tures for the year 1953 will be approximately one third 
of those for 1952.” 


Four companies expect 1953 capital expenditures to 
be “about equal” to 1952. 

Of six producers reporting on their 1954 capital 
plans, three expect to expend about the same amounts 
as in 1953; two “do not expect any major capital 
expenditures during 1954,” and so will spend less; 
and one executive feels that “1954 expenditures may 
be somewhat more than those made in 1953.” 

Only one out of the nine cooperating miscellaneous 
metal products manufacturers reports being influenced 
by higher interest rates, since “the more costly 
money is, the less desirable it is to borrow.” Funds 
for 1953-1954 capital programs will come from “de- 
preciation reserves, retained earnings and a long-term 
loan,” “bank loans” (two companies), “earnings” 
(two companies), “net current assets,” and “depre- 
ciation reserves and our special appropriation from 
profits to cover increased costs of replacing facilities.” 
In one closely held company, the capital program will 
be financed with “the personal funds of the stock- 
holders and officers.” 


NONMETAL INDUSTRIES 
Building Materials and Supplies 


Five out of seven producers of building materials 
report that the “industry’s capacity is not at all out 
of line with current demand but is normal.” A cement 
company notes that “the cement industry during 1952 
operated at about 89% of capacity, which we feel is 
our effective capacity. All indications now point 
to a similar operating capacity in 1953.” 

Two woodworking companies feel, however, that 
“there has been surplus capacity” for their products 
“for a number of years.” In one instance, the total 
industry capacity for its company’s major products 
“is probably about 150% of the current demand.” 

_ Three cooperating companies expect some capacity 
in their fields to be retired. In one case: 
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“We are now operating one marginal plant which will 
be abandoned whenever demand does not justify its con- 
tinued operation. I know of no other plants the capacity 
of which will be retired in the near future, although there 
are a number of old plants which have been expanded by 
the addition of completely new units with the intent of 
abandoning the obsolete machinery and equipment should 
occasion warrant.” 


The other two merely indicate that “there will be 
no plans for retiring capacity until there is a falling 
off in demand.” Four other executives “know of no 
plans for retiring capacity in the near future.” 

“Our company is contemplating some increase in 
capital expenditures for 1953,” reports one executive, 
and, in addition, “intends to improve plant layouts.” 
Three other companies “do not anticipate any signifi- 
cant change in capital expenditure programs by year 
end.” 

Total capital expenditures this year are expected 
to exceed the 1952 figures by “200%,” “150%,” 
“50%,” and in one case will “compare favorably with 
1952.” One cooperator expects “1953 capital expendi- 
tures will be about comparable with those of 1952,” 
while another building materials producer reports his 
company’s capital expenditures down more than 50% 
from a year ago. 

Of four companies reporting on their expected 1954 
capital expenditures, two “have laid plans to spend 
approximately the same amount of money” as in 
1953, and two indicate “1954 expenditures will be 
considerable less” and “40% lower,” respectively. 

Only one out of the seven cooperating building 
materials producers indicates that higher interest rates 
has had any effect on capital expenditures: 


“Prior to the recent rise in interest rates, we had hoped 
to finance the replacement of obsolete capacity, and more 
particularly the construction of machinery for new prod- 
ucts, by means of a long-term loan either with banks or 
through private placement. We still hope that the capi- 
tal requirement can in part be secured in this way, with 
the balance secured by the retention of profits.” 


The other six cooperating concerns expect to derive 
the necessary funds for their capital programs mainly 
from “funds on hand,” “depreciation charges” and 
“retained earnings and reserves.” 


Chemicals 


“Production capacity and demand for our major 
product lines are substantially in balance,” report 
seven out of nine cooperating chemical manufacturers. 
One producer of nitrogen products states that “in- 
dustry capacity is still below the current level of de- 
mand, and it is estimated that by some time in 1955 
capacity will have caught up with demand.” 

On the other hand, one soap manufacturer reports 
that “industry capacity in the field of soaps and deter- 
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gents is far beyond the requirements of consumption.” 

Aside from the normal “replacement of old deteri- 
orated facilities,” nine out of ten companies report no 
plans for retirement of capacity, while the remaining 
company indicates that “retirements of capacity in 
the near future, if any, are expected to be insignifi- 
cant in relation to our total capacity, and would be 
related to the older or less attractive portions of our 
diversified product line.” 

The cooperating chemical companies do not expect 
to make any revisions in their capital programs be- 
tween now and year end. 

Five companies report their 1953 capital expendi- 
tures will exceed the 1952 figure by 100%, “about 
50%,” “somewhat,” and “more than 50%.” The fifth 
firm indicates: 


“Our 1953 capital expenditure will be roughly five 
times that of 1952, but it was small in 1952 due to a 
completion of a large capital expenditure program in the 
prior several years.” 


Three companies expect capital expenditures for 
1953 to be lower than in 1952, by “10%,” in one case. 
One company expects “1953 expenditures will ap- 
proximate our 1952 figure.” 

Out of eight companies reporting, three feel 1954 
capital expenditures will be higher than in 1953, by 
“95%” in one concern; three others expect a decline 
in 1954 capital expenditures described by two com- 
pany officials as “substantial” and “60%” less. One 
chemicals executive writes: “We have just recently 
approved the construction of another new plant which 
will result in the maintenance of the 1953 level of 
capital expenditures through the entire year of 1954.” 
This expectation was shared by one other producer. 

All the cooperating chemical companies report their 
1953-1954 capital programs unaffected by currently 
higher interest rates. “Funds for financing the 1953- 
1954 capital program have already been provided,” 
explain four; the others indicate that they will finance 
their programs “partly from profits and depreciation, 
and partly from long-term notes privately placed,” 
or from “retained earnings,” “internal sources,” and 
“depreciation reserves and retained earnings.” 


Food 


“A normal balance” between demand and capacity 
is reported by eight out of twelve cooperating food 
companies. One company reports that its “capacities 
are taxed to the limit at the present time in spite of 
much expansion. We are running two shifts in a 
great many of our plants.” On the other hand, three 
executives find industry capacity for their company’s 
major product lines “vastly expanded,” “100% over 
and above current demand,” and “greatly in excess of 
normal demand.” 

While none of these firms expect to retire capacity, 
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one company official writes that “we do find small 
independent concerns in our industry being forced 
to quit for various reasons, and it appears more are 
quitting than are starting up as replacements.” An- 
other executive reports: 


“My personal opinion would be that there is still over- 
production, which will probably correct itself through the 
elimination of marginal companies, plus the fact that new 
plants will probably not be built to any degree, and the 
demand should increase with population.” 


None of the reporting companies “anticipate any 
significant change” in their capital expenditure pro- 
gram by the year end. 

Four of the eleven food companies replying will 
spend less on capital projects in 1953 than in 1952, 
cuts of “90%,” and “50%” being mentioned by two 
companies, while two others expect expenditures to be 
“substantially less” and “slightly below” 1952. 

Three cooperating food manufacturers indicate their 
1953 capital expenditures will exceed those in 1952, 
by “50%” in one case, since “difficulties were en- 
countered in securing material last year.” Four other 
companies will spend about the same amount as in 
1952. 

Little change is expected in 1954 capital expendi- 
tures as compared with 1953 in five out of the seven 
food companies reporting on this point. One execu- 
tive feels 1954 capital expenditures in his company 
will trend upward in 1954; and one says that “1954 
expenditures are expected to be slightly less than this 
year’s.” 

None of the food producers participating in this 
month’s survey expect their capital expenditure plans 
to be affected by the recent rise in interest rates. One 
executive reports: 


“We have an adequate line With our banks and antici- 
pate no difficulty in that respect for the ensuing years. 
The increase in the rates is one which enters into the cal- 
culation of overhead costs and we do not consider it a 
hardship so long as we are on a footing equal to that of 
our competitors.” 


Eight companies expect to finance their 1953-1954 
expansion programs partly or completely from earn- 
ings; three mention specifically “depreciation re- 
serves,” and two mention bank loans. 


Leather and Leather Products 


Industry capacity for the major product lines of 
two out of three cooperating leather companies ex- 
ceeds current demand by “50%” and “considerably.” 
The third company finds capacity in balance with de- 
mand in one product line and about “26%” in excess 
of demand in another. 

One leather executive points out that the problem 
of excess capacity in his industry is one of many years’ 
standing and expects that “a healthy percentage of 


present capacity should be retired through obsoles- 
cense within the next ten years.” A second company 
official believes that “a normal balance possibly will 
not be reached until we go through a severe economic 
adjustment and the marginal producers drop out of 
the picture,” but he knows of no specific plans to re- 
tire capacity in the near future. 

None of the reporting companies expect to make 
any changes in their capital expenditure plans during 
the rest of this year. 

One leather company expects that its “1953 capital 
expenditures should be approximately 20% higher 
than in 1952,” while another firm reports that its 
1953 capital program will be “less” than last year. A 
third executive writes: 


“There will be no significant change in our capital ex- 
penditures. For 1952 and 1953, and also for 1954 our 
capital expenditures have been, and will be, minimal 
enough to leave us in a satisfactory competitive condi- 
tion.” 


Looking ahead to 1954, one cooperator expects a 
20% boost in capital expenditures over the 1953 figure 
and two expect little change. 

The three reporting leather firms unanimously agree 
that “the recent rise in interest rates will have no 
effect on our capital program.” Funds for financing 
1953-1954 capital programs are expected to come from 
“reserves,” “profits,” and “bank loans.” 

Mining 

Two out of five cooperating mining and quarry- 
ing firms report industry capacity for their products 
as “short,” while one executive explains that “current 
demand calls for capacity operation which we con- 
sider above normal.” Two other companies feel 
capacity is in line with demand, although “consider- 
able modernization is needed,” according to one re- 
spondent. In all four cases there are “no plans for 
retiring capacity.” 

One company in the coal industry, however, reports 
that his industry’s capacity is far in excess of current 
demand; “many people are reducing capacity, and 
all possible units are being eliminated.” 

No changes in present capital expenditure plans are 
anticipated by any of the cooperating companies for 
the remainder of 1953. 

Three companies report lower capital expenditures 
in 1953 as compared with 1952, down by one half to 
two thirds in one case and “5% to 10% less” in an- 
other. One company expects “1953 capital expendi- 
tures will be about double those for 1952, although 
the aggregate in either case is not large compared 
with the actual (not book) depreciation of mechani- 
cal equipment and facilities.” The fifth sees “no sig- 
nificant change in our capital expenditure program. 
We are continuing to modernize at quite a clip.” 
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Of the two mining and quarrying companies com- 
menting on 1954 capital expenditures, one reports that 
they will be “considerably greater than in 1953,” while 
the other believes they will spend “slightly less.” 

Only one out of the five cooperating associates re- 
ports higher “interest rates will have some but not 
a great effect on capital expenditures.” The other 
four feel no effect whatsoever. Executives report 
1953-1954 capital programs will be financed by “de- 
preciation and undistributed profits,” “partially from 
our own funds, partially by bank loans,” “earnings” 
and “our own cash in part and borrowings at low 
rates against AAA bonds used as collateral for tax 
reasons.” 


Paper 


None of the five cooperating paper producers feel 
capacity in their industry is far out of line with 
current demand for their major products, and con- 
sequently none plan to retire any capacity in the near 
future. 

One firm expects to ward off some of the ill effects 
of any future decline in demand by “working on addi- 
tional products and new uses for all our products.” 

And another producer reports: 


“Industry capacity in the major product lines that we 
manufacture exceeds current demand by something in the 
order of 10% to 15%. There has been a steady growth 
in the per capita requirement for paper of all grades; 
and this, combined with population growth, indicates that 
demand should catch up with supply within the next 
three to four years.” 


Queried on whether any significant changes in their 
present capital programs are expected by year end, 
four out of five companies see no changes in the 
offing; one producer says that “the only significant 
change in our capital expenditure program by year end 
will be its reduction to a practical minimum.” 

Comparing expected 1953 capital outlays with 1952, 
one company indicates “slightly larger” expenditures, 
one says capital spending “will be substantially below 
1952,” and two expect to spend about the same amount 
as a year ago. One company reports that “our capital 
outlays are, and will be, nominal for 1952, 1953, and 

1954.” 

' Three paper manufacturers anticipate no change in 
their 1954 capital expenditures as compared with 1953, 
and one expects a “30%” reduction. 

“The recent rise in interest rates will have no sig- 
nificant effect on our capital program,” report all five 
cooperators. One company “considers any interest 
rates below 6% of very little influence. The terms of 
repayment are of vastly greater importance.” Sources 
of funds for 1953-1954 capital expenditures mentioned 
are “depreciation reserves” and “retained earnings.” 


AUGUST, 1953 


339 


None of the companies expect to finance any capital 
expenditures with borrowed funds. 


Petroleum 


Three out of five cooperating petroleum companies 
indicate that a “normal” balance exists between in- 
dustry capacity for their major products and current 
demand. A fourth oil producer reports excessive ca- 
pacity in one out of three major product categories. 
Another oil executive suggests: 


“The oil industry’s capacity, as to both producing crude 
and refining it, is in excess of demand for both crude and 
refined products. This excess capacity is largely the re- 
sult of the insistent request from federal authorities that 
the industry provide such excess capacity for possible use 
in war emergency. There is no way to estimate when this 
situation will be relieved, as the federal authorities are 
still contending that the excess productive capacity is less 
than the desirable figure.” 


“We know of no plans for retiring capacity, except 
in those cases where inefficient capacity is being re- 
placed by more efficient units,” report four out of the 
five cooperating oil companies. The fifth states: 


“There have been numerous individual instances where 
small refiners have had to close their plants because of 
unprofitable operating conditions, but the volume of ca- 
pacity thus retired is negligible in proportion to the total.” 


None of the five responding petroleum producers 
expect any changes to occur in their present capital 
programs by year end, although one executive warns 
that “the program may be reduced later if the eco- 
nomic outlook of the industry should be unfavorable,” 
and another official states: 


“Our company has already approved a policy of reduc- 
ing the rate of capital expenditures which has applied for 
the past several years, but no additional change in policy 
is anticipated by the year end.” 


Capital expenditures in 1953 will be higher in three 
out of the four companies covering this point, up 
“substantially,” “35%” and “25%” from 1952. 

The 1954 capital programs when compared to plan- 
ned 1953 expenditures are as follows: “slightly 
higher,” in one case; “about the same,” in two others; 
and “less,” in a fourth company. 

All five participating oil companies agreed that 
“the recent rise in interest rates will not have any 
significant effect on our capital program.” Funds for 
the planned 1953-1954 capital programs will come 
from “retained earnings, and depreciation and amor- 
tization reserves” and from “working capital.” 


Rubber 


Five cooperating rubber product manufacturers 
report little or no evidence of excess industry capacity 
for their major product line, and none propose to re- 
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tire capacity in the near future. “We do not anticipate 
any significant change in our capital expenditure pro- 
gram by year end,” is the unanimous opinion of the 
four companies replying. While one rubber executive 
indicates that its “1953 capital expenditures will be 
possibly 15% greater than those of 1952,” two others 
expect 1953 capital expenditures to be “down 75%” 
and “5%” from 1952; and two others anticipate no 
change from their 1952 rate of spending. 

The trend of 1954 capital expenditures will be 
down from 1953 in four out of the five cooperating 
companies, being 16%, “10%,” “5%” and “slightly” 
less than this year. In one, “it would look like 1954 
expenditures would be about even with 1953.” 

None of the responding rubber companies’ capital 
programs have been affected by higher interest rates, 
since the probable source of funds for financing 1953- 
1954 capital programs will be “earnings” and “depre- 
ciation allowances.” Only one company expects to get 
any portion of such funds from “banks.” 


Textiles and Products 


Excess capacity is a problem in five out of the 
eight textile producers responding, comments ranging 
from “we think capacity has been overdone a little in 
some quarters, and perhaps will settle back to a more 
normal balance because of lack of profits” to “the 
cordage industry’s capacity for our company’s major 
product line is far in excess of current demand.” One 
executive describes conditions as follows: 


“The textile industry has suffered for years from over- 
capacity. In our branch of the industry, five-day opera- 
tion provides adequate capacity, but whenever business 
picks up, a number of mills go to six-day operation, which, 
in turn, creates excess inventories and requires curtail- 
ment until the excess inventory has been liquidated.” 


Three other companies feel industry capacity for 
their product lines is “not overexpanded” and “proba- 
bly not much more than the demand in peak period.” 

Two companies report that overcapacity is causing 
“little to be spent for replacement of old with modern 
machinery” and that “quite a few of our competitors 
have liquidated their business and others are under- 
going reorganization.” Otherwise, no plans for retir- 
ing capacity are reported. 

Three out of ten textile firms report planning no 
capital expenditure at all either in 1953 or 1954. None 
of the remaining seven companies report “knowing of 
any significant change in the planning of capital ex- 
penditures this year.” 

Capital expenditures for 1953 will be “approxi- 
mately one half” and “much less” than they were in 
1952 in two reporting companies, higher in one com- 
pany and “about the same” in two other firms. 


One company feels its capital program in 1954 may 
exceed 1953, another thinks capital expenditures will 


decline and three others expect “1954 expenditures 
will generally compare with 1953.” 

The recent rise in interest rates will have no effect 
on the cooperating textile producers’ capital programs 
in 1953 and 1954. The program will be financed out 
of “earnings” and “depreciation reserves.” One execu- 
tive reports that in the early part of the year it “sold 
debentures which paid off our bank loan and gave us 
additional working capital.” Another company says: 


“It has been our policy, generally, to provide for our 
capital program out of profits, and we hope to follow that 
program in our 1953-1954 operation. Profits, or the lack 
thereof, could, of course, affect our thinking.” 


Miscellaneous Nonmetals 


Comments of five out of six cooperating manufac- 
turers of miscellaneous nonmetal products indicate 
that industry capacity for a major product line “is 
not seriously out of line with current demand.” One 
company reports “operating at about only 70% of 
capacity. This is primarily due to the importation of 
competitive ware from low-labor-cost countries.” On 
the other hand, a manufacturer of abrasives writes: 


“It is estimated that the abrasive industry is operating 
at 65% to 70% of capacity. This is not out of line when 
it is considered that abrasives are considered a supply item 
and certain surplus capacity must be available in normal 
operation.” 


Except for one executive who reports that several 
small companies in his field “have gone out of busi- 
ness, and, in my opinion, others will have to do the 
same thing in the next two or three years,” all the 
companies report that they “do not know of any 
capacity that will be retired in the near future.” 

None of the cooperating companies report any in- 
tention to revise their present capital programs by 
year end. Two companies expect their 1953 capital 
expenditures to be about the same as in 1952, and one 
producer feels they will be “somewhat less.” One says: 


“Capital expenditures in 1954 will probably be consider- 
ably lower than in 1953 because of the completion 
of two large plants—one for new products and the other 
for additional capacity. It is my expectation that expen- 
ditures in 1954 will be approximately 60%.” 


In another company, 1954 capital expenditures will 
“substantially exceed” those planned for 1953. 

Higher interest rates have “had no significant effect 
on our 1953 capital program. We have relied on our 
banking connections for funds in the past. It may be 
advisable to look for other sources if it is deemed ad- 
visable to proceed with our plans beyond this year,” 
reports one executive. But others see no effect on their 
1953-1954 capital plans whatsoever. Two companies 
expect to finance their capital programs out of “earn- 
ings” and “current income.” 
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